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FT Weekend Saturday 
There is no escape from 
the bomb: the millennium 
crisis has already begun 



THUR SDAY; DECEMBER 31 1998 

Tte near-crash of'98 
The week the markets 
seized up . 

Gerard Baker, Page 3 





Poaching accountants 
Pyramids provide 
the inspiration 
Page 17 



a donated; tabte of euro’s vulue 


WORLD NEWS 



Greek Cypriots 
protest against 
missiles decision 

Glafkos Cterldes, the Greek . 
Cypriot president, came under 
attack over his decision not to 
deploy Russian missiles on the 
divided island, with one party 
voting to leave his coalition gov- 
ernment in protest Page 2 

Four Germans freed m Yemen 
Yemeni tribesmen have freed 
four German hostages'kidnapped 
more than three weeks ago, after 
authorities warned they would 
use force to resofve the Issue. 
Page 4 

China reports 7.8% GDP growth 

China has reported what is Ukety 
to be the fastest economic 
growth hi Asia this year, with the 
7.8 per cent expansion rn gross 
domestic product just below the 
government target Page 12 

Asian monetary union mooted 
■ Joseph Yam, chief executive of 
the Hong Kong Monetary Author- 
ity, floated the notion of an Asian 
version of the euro, saying unity 
would bolster the region against 
speculative attack. Page 2 

Throat to block brand budget 

Israel’s Ultra-Orthodox religious 
parties said they would block fur- 
ther readings of the budget 
unless the Knesset banned mem- 
bership of religious councils by : 
non-Orthodox Jaws. Page 4 

YMnam ready fw value-added tax 

Vietnamese consumers are brac- 
ing for the introduction of 
value-added tax. In a step . 
towards modernising the coun- 
try's taxation system. Page 4 

Jtocto mote attack gNuk&s 
I ndia's prime minister has tried to 
distance hfe government from a 
destructive spree against Chris-, 
flans, after Hindu mobs were 
reported to have burned two 
Cathode churches in the western 
State of Gujarat Page 4 

Venice flood tenter ptan axad 

The Italian government has for- 
mally blocked a $2£bn plan to 
build barn ere at the mouth of the 
Venice lagoon to protect the city 
from high waters. Page 2 

UK controls on Chkiess imports 
Britain hsa announced new 
Import controls on China, Joining 
the US In & move aimed at 
keeping an Asian tree-WIJJng bee^ 
tie at bay. Page 2 

Five to Join UN Security Council 
Canada, Malaysia, Namibia; the 
Netherlands and Argentina on 
Friday vriD -start their two-year 
terms on the 15-member United 
Nations Security Council. 

French onompioymont rata dips 

Ranee's unemptoymort rate 
dropped sfightfy to 11.5 per cant 
in November, but nearly 3m 
people remain without a Job. 

Poland ready for EU by 2002 
Pofeh presWent Aleksander 
Kwasniewski said his cburtiy 
would be ready to join the Euro- 
pean Union by the and pf 2002. 

Air Raiica ffigtt binds Mtoiy 
An Air France fflgftt with 59 
passenger* bn board landed 
safety at Lyons airport after toe- 
ing a wheel shortly after take-off. 


BUSINESS NEWS 


BP-Amoco merger 
deaf gels go ahead 
from US regulators 

US antitrust regulators gave the 
green light to the union of ofi 
companies British Petroleum and 
Amoco. The two groups are to 
dispose of 134 petrol stations 
and reduce their influence in the 
wholesafe market for patrol as a 
condition of approval. Page 12 

LVtffl chief executive Bernard 
Arnault resigned from the board 
of Diageo, the UK food and drink- 
company. The move is seen as 
leading to the sale of the French 
luxury goods group's 10.80 per 
cent stake in Diageo. Page 13; 
Lex, Page 12 

Vaknet and Rama, the two 
Finnish engineering groups plan- 
ning a merger to create one of 
the world's largest forestry 
equipment companies, 
announced weaker-than-expec- 
ted 10-month profits. Page 15 

A spate of share listings by 
internet companies is set to test . 
US stock markets during the first 
quarter of 1999, as debate con- 
tinues to rage on Wall Street 
about the high valuations 
achieved by onBne stocks. Page 
13; World stocks. Page 30 

Raxam, the UK packaging arid 
printing group, has been unable 
to rntoce a foil financial analysis 
of F*LM, the Swetflsh packaging 
company for which it has bid 


; hki#«w 


SKrS.13bn (5634m), after being 
denied access confidential com- 
mercial information. Page 18 

ffissho teal, the troubled 
Japanese trading house, secured 
df cttK&- 

from Japanese banks and 
revealed a vride-renghig restruct- 
uring programme.' Page 13 

Atfrad IflcAlptavthe UK 

construction group, has won an 
E80m (5134m) contract to bufld 
part of the British Channel tunnel 
raflUnk. Paga 16 

Manrti Udyog, India's largest 
carmaker, cut the price of its 
best-seffing Maruti 800 by nearly 
12 per cert to stimulate demand. 
The Maruti 800, already one of 
the cheapest cans irr the world, 
wifl sefl for $4,352. Page 14 

Hungary has approved a capital 
injection of Ft152bn ($7Q3m) to 
recapitalise the troubled Posta- 
bank, the country's fifth largest 
commercial bank. Page 14 

bKtapwtfmt traders on tha 
London International Financial 
Futures and Options Exchange 
have had their capital' frozen after 
UK regutators shut two deriva- 
tives firms Jn the biggest crisis . 
for the market In almost four 
years. Page 13 

Vtag, the German Industrial 
group, said ft had Increased its 
stake in Goldschmidt, the speci- 
ality ehemteate business to 93.1 
per cent Page 14 
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‘will not quit’ 
mid-term as 
EGB president 

Central Bank chief reopens dispute with 
France on eve of single currency launch 


By Wolfgang Mflncfcau ia Ftenfcftrt 


Wim Dvdsenberg, president af the 
European Central Bank, yester- 
day reopened a rimmurrin g dis- 
pute with France on the eve of 
the launch of tha European sin- 
gle currency. 

In an interview with the 
French newspaper Le Monde, Mr 
Duisenberg categorically ruled 
out retiring after four years of 
his eight-year term, as demanded 
by President Jacques Chirac of 
France. 

The dfspute could overshadow 
tha opening weeks of tha euro, 
which will replace 11 of Europe's 
national currencies at midnig ht 
tonight. 

• The EGB wffl simultaneously 
take on responsibility for mone- 
tary policy in the eurozone. 

At a European Union summit 
in May this year marked by 
wrangling over the bank presi- 
dency between France and Ger- 
many, President Chine reluc- 
tantly agreed to a compromise 
that BBcured Mr Duisenberg - 
strongly backed by Germany - 
the job of ECB president, but 
only after be promised to retire 
early in his eight-year term. 

President Chirac said a few 
weeks after the summit that Mr 
Duisenberg, who is Dutch, had 
promised him privately he would 
retire by July 1 2002. That would 
open the way for Jean- Claude 
Trlchet, governor of the Bank of 
Franeet-aflOKeesadr. . .- ■ 

Asked by Le Monde whether he 
would quit after flour years, Mr 
Duisenberg said: “La rtponse est 
non.” He added pointedly that he, 
would have preferred not to have 
been asked that question. 

ECB officials yesterday tried to 
play down Mr Duisenberg’s 
remarks, insisting he had never 
committed himself to retiring 
after four years. 

But toe sensitive timing of toe 
statement - and the fact that it 
was made to a French newspaper 
- appear to be clear signals to 
France that Mr Duisenberg plans 


to remain president for longer. 

Disputes between France and 
Germany have overshadowed 
previous landmarks on the road 
to a single currency, not least the 
May summit that decided for- 
mally that economic mone- 
tary HTiion would proceed with U 
members. 

EGB governors and European 
flnance ministers are due today 
to make their Anal preparations 
for the launch of the single cur- 
rency with a decision to fix the 
conversion rates between the 
euro and the 11 participating cur- 
rencies. 

These rates wQl be determined 
to a precision of six relevant dig- 
its and will remain unchanged 
until the phasing out of national 
banknotes and coins in 2002. 

Proposed conversion rates, 
based on the latest market 
exchange rates, will be put for 
ward by central bank governors 
at a videoconference meeting this 

•morning . 

The rate is expected to be dose 
to DM2 to the euro, which would 
be in line with the Financial 
Times' synthetic euro - a hypo- 
thetical exchange rate for the 
new currency published for toe 
last time today. 

Mr Duisenberg will take part in 
the videoconference from the Bel- 
gian central bank in Brussels. He 
will then join finance ministers, 
who will formally decide the 
rates later this morning. 

- To. celebrate the . event, 3,000 
balloons marked' with the new € 
symbol will be released over 
Brussels. 

The announcement of the ales 
will trigger a raoe by central 
banks, banks and financial insti- 
tution to update their systems 
before Monday, when trading in 
euros and euro-denominated 
securities will start 

Bow fin new currency wfil trade. 
Page 2 

Ewe-zona, Page 19 

CwuHowa to fin euro, wwwJLcora/ 

emu 



'Tha aura comas' proclaims a placard InstaSad above tha DAX Index board at the Frankfurt stock exchange, causing 
a trader to pause for thought yesterday during tha last session of the year Pktue: Reuters 

Finland’s feverish welcome 
is tinged with suspicion 

North Karelia has more pressing problems than the euro, reports Tim Burt 


From toe peak of Ukko-Koli, the 
highest point in eastern Finland, 
yon look east to one of the 
world's economic disaster areas, 
Russia. The view west, from 
tomorrow, is across a new global 
economic power, the euro-zone. 

And because Finland is an 
hour ahead of central European 
time, it will tomorrow become 
the first and most easterly part of 
the European Union to join toe 
euro-zone. 

The Finnish government, 
which assumes the EU presl*' 
deucy next summer, has been an 
enthusiastic champion of the sin- 
gle currency — hfliimg - the project 
as a platform for economic stabil- 
ity in Europe. Indeed, Paavo Lrp- 
ponen, toe Finnish prime minis- 
ter, told reporters yesterday: 
“Belonging to the euro-zone 
underpins the long-term eco- 
nomic policy hue that has put 
the Finnish economy an a rising 
growth track." 

But in North Karelia, which 
shares a 310km border with Rus- 
sia, the euro and the EU itself are 
regarded with suspicion. Some 55 
per cent of people in the province 
voted against EU membership in 
1994. 

Juhani Merilflinen, mayor of 
Joensun, the regional capital 


founded 150 years ago by Czar 
Nicholas I, says North Karelia 
has more pressing problems to 
deal with than ensuring a smooth 
transition to the euro. Although 
many local manufacturers will 
embrace the currency from toe 
outset, local politicians want sup- 
port from the European Commis- 
sion in Brussels for other pro- 
jects. 

“This is the poorest region of 
Finland.” according to Mr Meri- 
lflinen. “Unemployment is high, 
many people are moving away 
and cross-border co-operation 
with Russia bas not really 
worked as we had hoped." 

In outlying parts of the region, 
unemployment levels- exceed 30 
per cent and up to a third of its 
farms have disappeared in the 
past decade. The population is 
shrinking by £L5 per cent a year 
and GDP has fallen below 75 per 
cent of the EU average. 

Nevertheless, like towns 
throughout the 11 -country euro- 
zone, Joensuu is preparing fever- 
ishly for the start of toe single 
currency tomorrow. Retailers 
have begun to advertise prices in 
both the markka and toe euro, 
while the city’s *wnic« are close 
to launching euro-denominated 
mortgages and savings accounts. 


The city council will present its 
1999 budget in euros, although it 
will not fully convert to the sin- 
gle currency until 200L In the 
meantime, local companies such 
as Perl os, the fast-growing plas- 
tics group that produces mobile 
phone casings in Joensuu, are 
planning to switch their accounts 
and purchasing systems to the 
single currency. 

In a sign of increased business 
links within the euro-zone, the 
city yesterday hosted a joint sem- 
inar with the northern Italian 
province of Treviso to «nh«ng» 
co-operation among small and 
medium sized businesses. 

In spite of such moves, local 
politicians believe it is more 
important to extract support 
from Brussels for other projects - 
particularly attempts to encour- 
age new Industrial Investment 
and training programmes. 

Rfeto Poutlalnen, planning 
director fra* the North Karelian 
regional council, hopes the 
region will qualify for Objective l 
regional aid from the EU, the 
assistance normally reserved for 
areas of extreme rural poverty or 
industrial blight. 

“It really is a question of sur- 
vival, and that is clearly more 
Important for us than the euro." 


US and UK attack 
missile site in Iraq 


By Route KhaM in Baghdad 


Tensions over Iraq’s no-fly zones 
escalated yesterday when the US 
and Britain attacked an Iraqi 
missile site in the south of the 
country after coming under Iraqi 
fire. 

US officials said Iraq bad fired 
between six and eight missiles at 
US and British jets conducting a 
routine patrol over the southern 
no-fly zone. US and British war- 
planes responded by firing two 
missiles and dropping laser- 
guided bomba. 

A spokesman for the Iraqi air- 
defence command in B a ghd ad 
told. the Iraqi News Agamy that 
Iraqi forces had fired 
surfece-to-air wiImIIbs at “hos- 
tile” planes violating Iraqi air- 
space yesterday as they tried to 
ap proach an air-defence position, 
and “almost certainly” shot down 
one of the planes. He said the 
western planes then came back 
nwri unleashed their mfarifag car 
fanning villages, kQUng a peas- 
ant, wounding two people and 
destroying a tractor. 

US and British officials, 
reported that all warplanes had 
returned safely to base. 

Iraq this week reiterated its 
redaction of the no-fly zones, pro- 
voking a new crisis only 10 days 


US and Britain. 

Yesterday’s dash was toe sec- 
ond tone - in three days Iraq had 
chall enged the W-fly ZOXfeS 
imposed by the US and Its allies. 
Tte ghdad considers the restric- 


tions a breach of its sovereignty. 

US warplanes on Monday 
attacked an anti-aircraft site in 
northern Iraq alter Iraqi forces 
launched surfece-to-air missiles 
at the planes. Iraq said the attack 
left four soldiers dead. It also 
claimed it had shot down a US 
jet, but US officials denied this. 

The US and Britain yesterday 
promised to continue patrols, in 
spite of Iraq’s persistent defiance. 
In Washington, David Leavy, 
White House national security 
spokesman, said the patrols were 
essential to the US strategy of 
containing Iraqi President Sad- 
dam Hussein. The zones were sat 
up after the 1991 Gulf war to pro- 
tect Iraq's Kurds living in the 
north tin* shuw in th*> south 
from *Tib central government. 

At the Pentagon, Catanel Rich- 
ard Bridges, a spokesman, said 
he had no Indi c ation Iraqi mis- 
siles were “anywhere near suc- 
cessful". Be said Iraqis often turn 
on their targeting radar at the 
last second, which makes It diffi- 
cult for them to hit a US or Brit- 
ish warplane. 

Iraqi officials argue that the 
zones are not stipulated by a 
United Nations resolution and 
their enforcement ia part of con-, 
touring US and British aggres- 
sion against Iraq. 

Taha Yassin Ramadan, Iraq's 
vice-president, sald on Tuesday 
Iraq was fiyirig its own planes in 
the zones, tVitvng h diplomats pre- 
dicted the daily Iraqi sorties were 
flying on the edge of the zones 
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DEFENCE DISPUTE PRESIDENT CLERIDES URGED TO RESIGN OVER DEPLOYMENT OF WEAPONS IN CRETE 


Cyprus missiles decision under attack 


to Nicosia and Agmcfee 


Glafiras Clerides, the Greek 
Cypriot president, came 
under fierce attack yester- 
day over his decision not to 
deploy Russian-made mis- 
siles on the divided island, 
with one party - voting to 
leave his coalition govern- 
ment in protest 
Two party leaders urged 
Mr Clerides, 80, to resign, 
while many Cypriots said 
they felt “ctisfllizsianed" by 
Tuesday’s decision, under 


which «the $425m of 
surface-to-air missiles are 
likely to be deployed on the 
Greek Island of Crete and 
not in Cyprus. 

Vassos Lyssarides, leader 
of the socialist Edek party, 
said the decisou would be 
seen as bowing to “Turkish 
blackmail'’. 

Western allies of Greece 
and Turkey heaved a sigh of 
relief yesterday at a move 
expected to cool tension 
between two Nato partners 
as the $-300 missiles stood 
packed and ready for ship- 


ment from a Russian port, 

Turkey, which sponsors a 
breakaway Turkish Cypriot 
mini- state had threatened to 
destroy the missiles If they 
were deployed on the Island. 
R said yesterday they would 
sun increase tensions in the 
Aegean if sent to Crete, as 
Greece and Cyprus now 
intend. 

"1 find it incredibly wrong 
that one Nato member coun- 
try should bring missiles to 
threaten another Nato coun- 
try," said Ismail Cem, Turk- 
ish foreign minister. 


Mr Clerides, however, 
faced ozone immediate diffi- 
culties at home. Dr Lyssar- 
ides said Edek's political 
bureau had decided to with- 
draw from the government, 
although a final decision 
would have to wait until a 
meeting or the party's cen- 
tral committee cm Saturday. 

“The people are indig- 
nant," be said. “It's a politi- 
cal defeat without a fight, 
without any resistance.’ 1 

The centrist Democratic 
party, led by former presi- 
dent Spyros Kyprianou, 


. that from now OB 

it would vote against any 
government proposal on 
defence allocations brought 
to parliament "until they 
make dear to us what we 
mean by defence”. The party 
holds 10 of the 56 seats in 
pariiament . 

But Mr Clerides was not 
entirely without support for 
Tuesday’s decision, which he 
stressed was his responsibil- 
ity alone. 

Britain joined the US in 
welcoming the Greek Cyp- 
riot decision. Austria, holder 


of the European Union presi- 
dency, ssdd the move showed 
Cyprus was fft for entry to 
the bloc. George Vassttkra, 
another former president 
who heads Cyprus’ negotia- 
ting fee™ in accession talks 
with the EU, described Mr 
Clerides’ derision "coura- 
geous and correct". 

A snap opinion poll by the 
private television station 
Antenna, broadcast last 
night, suggested that 71 per 
cent of Greek Cypriots 
favoured deployment of the 
missiles In Cyprus. 


Financial market traders wary 
of second guessing the euro 


finds its 
heart in 
France 


Currency experts are still divided over how Europe’s newcomer 
will fare In the first few months of its life, writes Alan Beattie 


By Samer Iskander In Paris 


T, as on afi. good treasure 
maps, marks the spot - in 
this case the geographical 
heart of the new euro-zone 
aa discovered by France's 
official geographic institute 
in a field about 150km south 
of Paris. 

Tomorrow officials of the 
Cher region will march to 
the spot christened “euro- 
centre” just &. few metres 
from the farm of Paul Bar- 
bain, a 64-year-old retired 
termer, and unveil a granite 
pl aque. 

The heart of the euro-zone, 
is decidely rural. Photo- 
graphs of Mr Berbain’s term 
show a run-down bam sur- 
rounded by Gelds of grazing 
cows. Mr Berbain says he 
has “always been pro-Euro- 
pean". 

The Ihstitut Gdograptnque 
National says the plaque will 
be unveiled precisely at 
X=6I&852, Y=22SL849 on the 
Lambert Q scale, pinpointed 
to within a margin of error 
of 200 metres. 

As complicated as that 
sounds, the process of find- 
ing the co-ordinates was 
apparently simple. 

“The author of the calcula- 
tions took only a few min-, 
utes on his computer to find 
the result, based on digital- 
ised maps," the institute 
said. 

One mathematician visual- 
ised euro-centre as “where 
you would put the hook if 
you wanted to suspend hori- 
zontally a cardboard cut-out 
of the countries Joining the 
euro". 

Reassuringly for France, 
that hook - inserted at the 
commune of Blancafort, pop- 
ulation 2,000 and known 
mainly for its witchcraft 
museum - is not ter from 
where one would place a 
hook in France's own geo- 
graphic centre, at the com- 
mune of VesduiL 

History, however, suggests 
Blancafort may not enjoy 
centre stage for long, with 
several countries expected to 
join the single currency 
within the next few years. 
This, inevitably, will shift 
the folcrum point of the 
euro-zone. 

In feet, “euro-centre” lies 
several hundred kilometres 
south-west of the geographic 
centre of the frill European 
Union, in Vlrolnval, Bel- 
gium. That centre takes into 
account the four so-called 
“euro-outs" that will not be 
in the first wave of the sin- 
gle currency: the UK, 
Greece, Sweden and Den- 
mark. 

EU-csntre, however, has 
already bad to move several 
times, with each successive 
expansion of the EU from six 
to 15 countries over some 40 
years. 


T he last thing any trader 
in the Wnaw^mi markets 
can say is that the 
launch of the euro at mid- 
night on December 31 will 
come as a surprise. 

But althou gh the creation 
of the European single cur- 
rency has not seriously been 
in doubt for some time, 
those who will buy and sell 
the euro every day of their 
working lives remain wary 
of leaping to conclusions 
about what sort of currency 
this will be. 

There is a growing feeling 
that although the euro is 
likely to be volatile, tt may 
well strengthen in the 
medium term against the 
world’s other large currency, 
the US dollar. But analysts 
are still divided on how to 
predict the euro’s short-term 
movements - in the first few 
months of its life. 

Traders need to be able to 
guess how the new currency 
wfli move against the dollar 
from hour to hour and day 
to day, to help them time 
decisions on Tnnfcjng deals 
and taking positions in the 
market 

Until now the only real 
clue to these movements has 
been the behaviour of the 
Ecu, an artificial currency 
that contains not only 10 of 
the 11 currencies entering 
European economic and 
monetary union (Emu) but 
also three European Union 


currencies staying out of the 
first wave, including ster- 
ling. Ecus will be convertible 
Into euros at a one for one 
rate when the new currency 

starts.' 

The Ecu, however, may 
give a misleading picture of 
how the euro win behave. 
Tony Norfleld of ABN-Amro 
in London bag examined thi« 
problem closely. “Many 
people are just using the his- 
torical dollar /Ecu rate to 
project how the euro will 
move day-today," he says. 

"But Ecu trading has 
taken place in thin and illiq- 
uid markets,” he adds. And 
traders have discovered that 
they can make money put- 
ting together a synthetic Ecu 
by buying all the constituent 
currencies more cheaply 
than buying the real one. 
This could mean the Ecu has 
given misleading signals. 

Mr Norfleld says that to 
begin with, he is assuming 
the euro will follow the same 
patterns as the D-Mark on 
on a day-to-day basis. 

As trading in the euro 
expands, the markets' atten- 
tion will turn towards the 
fundamentals which will 
drive the currency. Here a 
consensus seems to be 
emerging that the euro will 
be strong but volatile. 

“The markets previously 
thought a broader Emu 
meant a weaker euro,” said 
Avinash Persaud of JP. Mor- 


gan. “But the sheer size of 
file euro-zone means that the 
euro has much more poten- 
tial to be a reserve currency 
than many think.” 

With the European Central 
Bank (ECB) keen to take on 
the mantle of inflation hawk 
from the Bundesbank, few 
doubt interest rates in the 
euro-zone will be kept high 
enough to attract investors. 

Even if the euro-zone’s pol- 
iticians loosen the fiscal 
purse-strings, most observ- 
ers expect the ECB to com- 
pensate by raising interest 
rates to keep the lid on 
demand. This loose fiscal 
policy /tight monetary policy 
stance was exactly the com- 
bination that drove the dol- 
lar up to record levels dur- 
ing the Federal Reserve 
chairmanship of Paul 
Volcker in the 1980s. 

But though the euro, may 
be strong, the size of the 
area covered by the currency 
may mean the development 
of a policy of benign neglect 
towards the external value 
of the euro. 

“Rather than several open 
economies who care a lot 
about their exchange rate, 
there will now be one large 
elosed economy. As time 
goes on, we may see the poJi- 
tfrians of Europe lose' their 
enthusiasm for exchange 
rate management as they see 
that the external position Is 
less important for them," 
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says Mr Persaud. 

This contributes to a grow- 
ing belief that two large 
closed economies, the VS 
and the eurozone, rubbing 
up a gainst each other could 
produce large swings in the 
exchange rate between their 
currencies. 

Goldman Sachs, the US 
investment bank, has chosen 
volatilities in euro/dbllar for- 
eign exchange options as one 
of its “top 10 trades" for 
1999. The options market has 
already priced in more noise 
in the euro/doHar rate than 
there was between the dollar 
and- the D-Mark. But Jto 
O’Neill at Goldman Sachs in 
London thinks actual volatil- 
ity could be higher still. 
“The euro can only be kept 


stable against the dollar by 
having more volatile interest 
rates.” he said. "And as we 
have seen in earlier epi- 
sodes, policymakers don’t 
like doing that." 

Whatever characteristics 
the euro takes on, it seems 
likely to lie months or even 
years before traders settle 
. down and acquire a familiar- 


ity with the new currency. 
With financial markets 
already scarred from huge 
swings in exchange rates in 
1998, the euro is being 
launched into an environ- 
ment in which the market 
does iKrt^sren^knwg wfcefflfj 
familiar currencies are 
going: Predicting the course 
of a new one is -all "but 
impossible. 


Asian monetary 
union is mooted 


Inflation at record low 


By Peter Norman in Brussels 


By Louise Lucas in Hong Kong 


Joseph Yam, chief executive 
of the Bong Kong Monetary 
Authority, the territory’s de 
facto central bank, yesterday 
floated the notion of an 
Asian version of the euro, 
saying market unity would 
bolster the region against 
speculative attack. 

Speaking two days before 
the euro’s launch, Mr Yam 
called for discussions of an 
Asian monetary union to be 
slotted in to the region's 
agenda. Combining market 
muscle would put Aria in a 
stronger position and make 
individual countries less vul- 
nerable to speculators, he 
said. 

Hong Kong bore the brunt 
of speculative attacks last 
year, culminating in the 
August crisis, which spurred 
the government to launch a 

HKgllfflm (US*15.2bn) share- 
buying programme to prop 
up prices and so frustrate 
the tactics of speculators. 

“The fact that we are 
open, the fact that we are 
sm a ll , makes us vulnerable 


to manipulative play by mar- 
ket players with quite [size- 
able] resources," said Mr 
Yam. “How do we tackle 
that? We cannot close our 
markets. We cannot over- 
night enlarge our markets. 
And how do we enlarge our 
markets? By unifying them 
in one way or another. One 
way is a common denomina- 
tion." 

However, he stressed that 
if the time was ripe to start 
talking about a common cur- 
rency, it was not yet time to 
take any concrete steps. He 
noted that the euro would 
come into being on January 
1 only after 50 years of dis- 
cussion. 

“All Tm doing Is bringing 
this subject forward for dis- 
cussion." Mr Yam said. 

Asia has flirted with vari- 
ous initiatives, largely led by 
Japan, particularly since the 

regional crisis began in July 
last year. Japanese funding 
and franking has helped sev- 
eral countries. Efforts to cre- 
ate a deep, local bond mar- 
ket - driven largely by Bong 
Kong - predate' the crisis. 


Europe’s single currency 
will be launched today 
against the backdrop of the 
lowest annual inflation in 
the ll-member euro-zone 
since records began. 

Eurostat, the statistical 
office of the European 
Union, announced yesterday 
that euro-zone annual infla- 
tion fell to a provisional 09 
per cent in November from 
z per cent in October and 
September and was well 
below the 1.6 per cent infla- 
tion of November last year. 

November’s yearon-year 
price rise was the lowest 
ever, based on a weighted 
average of the harmonised 
consumer price inflation fig- 
ures for the 11 founders of 
the ElTs economic and mon- 
etary union. 

The euro-zone figures' go 
back only to January 1998 
but Eurostat said earlier 
national-based data indi- 
cated that inflation last 
month was at a record low. 

Prices in the euro-zone 
were unchanged between 
October and November. 
European economics and 
finance ministers will there- 
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fore launch the euro today in 
conditions? of price stability, 
which, according to the 
European Central Bank 
(ECB), exists when the 
year -on-year increase in har- 
monised inflation for the 
euro area is below 2 per 
cent 

Meanwhile, ECB monetary 
data yesterday eased fears 
that near zero inflation 
could be disconraging busi- 
ness activity. With its latest 
broad money figures, the 
ECB reported that . credit 
growth in the euro area 
remained strong last month. 


with loans to the private sec- 
tor growing 8-5 per cent on a 
12-month basis. 

The year -on-year growth 
rate of M3, the ECB’s broad 
money measure, was 4J5 per 
cent in November, down 
from 5 per cent In October 
but unchanged from Septem- 
ber’s 4Ji per cent. -1 

Growth of M3 measured by. 
a three-month moving aver- 
age of year-on-year figures 
was 4.7 per cent t slightly 
above the 45 per cent “refer- 
ence value" for tnfinenring 
monetary policy set by the 
ECS cm December 1. 


NEWS DIGEST 


SENATE IMPEACHMENT PROCEEDINGS 


Republicans split over 
witnesses in Clinton trial 


Congressional Republicans are divided ovef wtrriher tt wy, 

need to call wftnesses in the SerwteknvwariwwitbW 

of President Bln Clinton, scheduled to begin next monte. 

TheteamofRepuWkarmlnttteHtt^ofRepffmanto-- 

ttres who wffl present the ease to senators want to bring 
forward a number of witnesses, who ^ght k^udeMwO^ 
Lewinsky, the fanner White House trainee at the cenfreof 
the perjury and obstruction of justice charges against the 
president. 

Bri nevra reporte yesterday said that Trent Lott, tee P*^ 

ty*s leader in the Senate, is against tee idea of caning wit- 
nesses. which coted protong the trial. He is raportedto 
have fold coBaagues he would like to sae a quick trial, 
beginrwTg on January 1 1 and concluding by JanuaryJZZ. 

Other Senate Republicans believe that wffl be insufficient 
for a thorough investigation of the charges against Mr 
CTnton, who was impeached by the House this month. 
Democrats and some Republicans have indicated they 
would prefer tee foal to be curtailed with a vote to censure 
Mr Clinton. 

Meanwhile, Senator John McCain of Arizona became tee 
first Republican to begin forma/ preparations for a cam- 
paign for tee presidency in 2000. He filed papers yester- 
day with the Federal Section Commission creating a presi- 
dential exploratory committee. Gerard Baker, Washington 
Editorial Comment, Page 11 


PAKISTAN) POLITICS 


Bhutto travel ban overturned 


Benazir Bhutto, Pakistan’s opposition leader and farmer 
prime minister, yesterday flew out of Karachi for Dubai 
after a court overruled a government ban on her departure 
from the country. . 

On Monday, immigration authorities stopped Ms Bhutto 
at Karachi airport, saying her name had been put on the 
Brit Control List because there were corruption cases 
pending against her in several courts. 

Ms Bhutto's Pakistan Peoples party said she would stay 
in Dubai for several weeks visiting her children, who Uve 
there, after winning her appeal to tee Lahore Accountabil- 
ity Court to be removed from the list 

Several cases of. corruption and misrule were filed In 
Pakistan} courts against Ms Bhteto by the government 
after she was sacked as prime mfoteter in November 1996. 
She has denied the charges. Reuters, Islamabad 


PROTECTION OF VENICE 


Dam opposition endorsed 


Italy yesterday endorsed recommendations put forward by 
a government environmental commission to abandon a 
controversial $2.5bn project for a series of floating dams 
at the mputh of tee Verace lagoon to protect the city from 
high waters. But the new decree does not altogether scrap 
the so-catied "Moses” dam project Edo Ronchi, the envi- 
ronment minister, raid tee ambitious project could be 
reconsidered after a series of more urgent initiatives to 
-protect Venice and. its lagoon were completed. 

. Among these priority Issues measures are raising the 
'^rbtrrxt leve/ of tee city sad tee fs/ands.in the lagoon and . • 
the cteaningof polluted waters. Supporters of tee dam ' 
project accused the government of hypocrisy, arguing that 
the floating dams were the only hope for the city. Oppo- 
nents dismissed these as alarmist criticisms, claiming tee " 
dams would have endangered the entire lagoon’s eco-sys- 
tem and Increased water pollution. Paul Betts, man 


US TRADE FEARS 


Limits on steel imports urged 


Seven US companies and the United Steelworkers of 
America union yesterday filed a petition wfth the US Inter- 
national Trade Commission (TTC) complaining that steel ! 
wire rod imports were seriously harming their industry. 

“The onslaught of low-priced Imports, now accounting 
for more-than one third of domestic consumption, has 
seriously harmed tee US wire rod industry, " said Charles 
Owen VemTI, a lawyer for the companies. 

The ITC wffl review the petition and, if it agrees with the . 
petitioners,, could recommend that the president act to 1 
limit imports. The process is likely to take eight months. " 
An industry statement sard imports -of wire rod from ebun-. 
tries outside the North American Free Trade Area (Nafta) " 
had risen by more than l 6 per cent in 1998, while overafl : 
imports were up by more than 60 per cent since 1993. 

Wire rod Is used for hundreds off applications, from coat 
hangers to cables; Reuters, Washington 
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UK imposes controls 


. Britain yesterday announced new import controls on 
ChhriajjM^igtheUS In a move to keep an Asfan tree-kffl- 
Ihg beetle at bay. The new measures require sA wooden - 
crates and pallete originating In China to be free of signs 
of infestation or certiflabty treated against the pest. 

The rules will apply to Chinese imports arriving on British, •, 
stores from February 15. The US imposed a similar ban 
teis month. From December 17, US parts have required aS 
’Chinese imports packaged in wood-to be treated against ' - 
the wood-boring insect International Staff 
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PBICE WAR CUSTOM ERS IN EUROPE'S BIGGEST TELECOMMUNICATIONS MARKET FACE TARIFF CONFUSION 


German telephone call costs tumble 


By Frederick Studemam 
In Boon 


German telephone users are 
entering the New Year with 
the happy prospect of fur- 
ther drops in the cost of 
calls, thanks to a vicious 
price war in Europe's biggest 
telecomm uni cations market,' 

Any celebration, however, 
is likely to be accompanied 
by confusion at the widely 
varying tariff structures 
used by the SO or so compa- 
nies that now offer tele- 
phone services, 12 months 
after the market was liberal- 
ised. 

There Is also concern that 
some of the more innovative 
offers available, such as free 
calls at certain times on pub- 
lic holidays, may violate 
competition rales. 


Jthrgen Koppelin, parlia- 
mentary manage r of the 
opposition Free Democratic 
party, has called on the 
country’s telecommunica- ■ 
Lions regulatory authority to 
enforce more price transpar- 
ency. . . 

"Consumers Trill- only-'be 
able to profit from the [new 
. price] offers when the rates 
offered are easily compre- 
hensible,” he said. 

Consumers, were -oonfosed 
by tee advetisemtaf^ of fete 
call ' rates, which on ddSer 
study reFerred to specific 
types of- calls, such, as 
long-distance national calls 
made after frpsiness hours, 
he said, ‘fit cannot be that 
telephone users are dally 

expected to read the new tar- ■ 
ifls of- the many providers 
like stock market listings 


just to find the best deal." 

The wave of price cut 
announcements,- unveiled 
almost (fefiy In recent -weeks, 
Is evidence at the success of 
market; liberalisation, 
according to toe regulatory 
authority, a public body for- 
merly 'attached to toe tele- 
communications ministry. 
The cost of peaktime calls 
has Fallen by up to 70 per 
cent. 

authority 
■turnover in 
the market grew by .&5 per 
emit this year to DMiOObn 
(t89bn). It also believes the 
sector will be a significant- 
creator of jobs: . 

From January L Deutsche 
Telekom, the former monop- 
oly. win offer customers a 
new tariff structure In which 
the cost of certain* caiia is 


cut by up to 63 per cent Ear- 
lier, this week the oompany 
-safe It planned to fwakB far- 
ther reductions in prices -of 
long-distance calls later. 

- Other big fixed-network 
operators - such as Viag 
Interkom, Mannesmann 
Arcor and o.tel.o - have also 
recently, announced big 
redudions. The most daring 
bargain qf all, however, 
‘ comes .* from Mobilcom, 
which plans to offer some 
long-distance calls free of 
charge next year. 

Over Christmas, Mobll- 

COECL a Start-up company 
which, does not have its own 
.network ihfra-stnicture but 
has beat quick to exploit toe 
possibilities of market llber- 
. alisation 'by renting Hnac 
owned by others, scored a 
publicity coup with an offer 


of free caDs made during-a 
four-hour period to the evert 
tag. . 

But the company’s innova- 
tive approach may land it Is 
court. The Centre for the 
Prevention of U nfair Compe- 
tition, a private sector body 
supported by various busi- 
ness groups, saWL .it was 
investigating allegations 
that Mobilcom bad violated 
competition rules. -. , 

The Centre guesttanft ihe 
“giveaway of a 'serving and 
said the gntflng of the free 
call period oyer Christmas 
had not been .- made: dear, 
enough to'iusers. 

The Centre issued a letter- 
of warning to Mobflcom^and 
said it was considering tak- 
ing the company to court, 
over Its. plans to offer free 
calls next year. 
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amid the storm 

In the second of two reports, Gerard Baker recounts ■ 
how two Fed rate cuts revived markets frozen with fear 
and helped avert what might have been economic crisis 
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S hortly after 2 o'clock 
on Wednesday Sep- 
tember 23. Alan 
Greenspan cleared 
his throat, adjusted his 
microphone and began a 
hurriedly scheduled appear- 
ance before the Senate bud- 
get committee. Two days 
earlier, tn a conference call 
with the. other members of 
the Federal Reserve's policy- 
making open market com- 
mittee, the Fed chairman 
had agreed the line he would 
take at the specially 
arranged session. 

He needed to spell out in 
the clearest possible detail 
'^that the central hank would 
stT cut interest rates when the 
FOMC met the following 
week. In spite of earlier 
hints about a rate cut, finan- 
cial markets were still uncer- 
tain and Mr Greenspan 
- wanted to leave no doubt 
But unknown to the mem- 
bers of the Senate commit- 
tee. the Fed chairman had 
another reason to send a 
reassuring message to the 
markets. 

Two hundred miles away, 
in the fortress-like lower 
Manhattan headquarters of 
the New York Fed, William 
McDonough, the president of 
the most powerful of the. 
regional branches of the cen- 
tral bank, was sitting round 
a table with some of the big- 
gest lions in the Wall Street 
jungle. They were haggling 
y-over the terms of a deal to 
& rescue Long Term Capital 
i Management,, the troubled 
t hedge fund and brainchild of 
John Meriwether, financial 
high-flier. The rouble crisis a 
month earlier, and the global 
turmoil, it precipitated, had 
brought LTCM to the blink 
of collapse, and Fed officials 
in Washington and New 
York were alarmed about 
the implications of failure 
for US financial markets. 

As Mr Greenspan talked in 
Washington, the. deal was 
sealed in New JTark: some of 
the largest companies on the 


Street would put In f8.6bn to 
shore up LTCM’s capital. 
The near-coDapse of the wen 
connected hedge fund that 
balmy Wednesday afternoon 
marked a new and critical 
phase of the global fmimcfoi 
turbulence that seemed to. 
threaten a- worldwide reces- 
sion this a utumn 

In response, to the crisis 
Mr Greenspan had already 
indicated his -willingness to 
steer the Fed on a rtrwmat^ 
change in monetary course. 
At the Treasury and the 
White House, nffirfaic -were 
co-ordinating ah interna- 
tional response that would 
also strike out oh a bold 
course for growth. 

But with the collapse of 
LTCM, markets were gripped 
by a new frenzy of fear. The 
nest 2 % weeks marked the 
most serious phase yet in 
the gathering crisis. • 

Six days after the LTCM 
rescue, and with markets 
wilting around it, the Fed at 
last confirmed its much- 
flagged change in policy. But 
as the news brake of the 
quarter-point cut in the fed-, 
eral funds rate to 5.25 per 
cent at 2.18pm that Tuesday, 
the reaction was disappoint- 
ment. Having been prepared 
by Mr Greenspan for the 
announced change in policy, 
markets had been hoping it 
mi ght prove a bold, move - 
perhaps a half-point. "Too 
little, too late.’* was the ver- 
dict of market analysts, how- 
ever, and stock . prices 
resumed tbeir decline. 

In fact the size of the rate 
cut reflected differences in 
views among VS monetary 
policymakers. Though all 11 
voting members of the com- 
mittee supported the move, 
some thought it . might be 
wise to go further: But oth- 
ers warned that a bigger rate 
cut would send the wrong 
signal - that the Fed was . 
panicking - and might pro- 
duce an even bigger collapse. 
Still other- members 
regarded, a quarter-point 


Increase as thw mj ^nmn tn 
the circumstances. “Yon 
. have to remember, it was 
essentially a committee dad- 
- sion — and sometimes those 
kinds of decisions are com- 
promises, ” says one econo; 
mist close to Fed thinking. • 

Whatever was intended, 
the effect was instant. Stock 
prices continued to falL 
Within days, markets had 
more reasons for disappoint- 
ment. The annual meetings 
of the International Mone- 
tary Fund and World Bank' 
in Washington seemed to 
point up the scale of the 
global crisis, rather than 
providing an obvious route 
out of it And in spite of 
their -pledge earlier in the 
month to put growth first, 
the finanrp ministers of the 
Group of Seven industria- 
lised countries failed to pro- 
-doce much of substance. A 
new US proposal for a spe- 
cial IMF precautionary fin? 

nnrnng Tn wihanit m (jfo not 

seem to promise an early 
solution to the turmofl. 

And while policymakers In 
.Washington disappointed, 
conditions in New Vork were 
deteriorating fast. In the 
wake of. the LTCM bailout, 
flnanriai institutions began 
to look around for the next 
victim - and shunned 
almost any sort of risk. 
Stock - offerings were 
scrapped, lending conditions 
were tightened and equity 
prices continued to fell. . 

The week alter the IMF/ 
World Bank meetings, begin- 
ning, on October 12, threat- 
ened to produce a meltdown. 
On Wednesday October 14, 
BankAmerica, one of the 
country's largest, shocked 
investors with the announce- 
ment it had had to make pro- 
visions for losses of $L4bn in 
the previous quarter, much 
of it finked directly to the 
global turmoil. 

Persistent rumours of even 
bigger troubles for at least 
one other investment bank 
suggested a broader finan- 
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dal collapse was possible. 
“A lot of business just 
ground to a halt that week," 
says one trader. 

• The next day, Thursday 
October 15, marked the turn- 
ing point. Having disap-, 
pointed the markets with his' 
earlier rate cut, Alan Green- - 
span decided to try again. 
That mnmjrig he arranged a 
conference call with other 
members of the open market 
committee. The discussion 
was lengthy, and went over 
much of the game ground, as 
the September 29 session. 
But this time it was much 

triflre 


T hat afternoon the 
Fed did snmething 
it had not done for 
.four years - cut . 
rates between the regularly 
scheduled meetings.. The cut 
was another 25 basis points, 
and, critically, the. Fed 
hinted it was ready to do 
mare if necessary. 

At 3.15pm the- cut was 
announced. Within minutes, 
stock prices had rebounded. 
When the market closed 45 
mhMTtffg later the Dow Janes 
Industrial Average had 
turned around by nearly 400 
joints. 


■> ' 


To many market partici- 
pants. the timing of the 
Fed’s bold move suggested it 
knew something very dis- 
turbing. Ano ther fin an rial 
institution was in grave 
trouble. If the markets did 
not stabilise before the week- 
end, it would be forced to 
collapse with potentially 
devastating consequences 
for the world economy. 

“It was very cleverly 
timed," says one seasoned 
Fed watcher. "By moving 
just before the dose that day 
they got the maximum 
response in financial mar- 
kets. The feet that the next 
day was a Friday also helped 
- it kept the momentum 
going into the weekend." 

But Federal Reserve offi- 
cials dismiss such talk- Mon- 
etary policy is rarely dic- 
tated by the needs of single 
institutions, however serious 
the systemic risk, they say. 

More important than fears 
about any single bank or 
hedge fond, they ad(L_ were 
the extraordinary disloca- 
tions in markets as a whole 
in that fateful week. Even 
the most liquid and safest of 
markets simply froze, as par- 
alysed Investors refused to 
buy or sell 


■iH 


Til 




A reliable indicator of 
investors’ attitude to risk is 
the gap or “spread" between 
yields on certain types of 
risk-carrying bonds, and 
those on riskless Treasury 
bonds. The week the Fed cut 
interest rates, the spread 
between the yield on high- 
yielding (j unk) bonds over 
lb-year Treasuries soared 
over 600 basis points, up 
from a low of 280 basis 
points in. April. 

Amt market watchers say 
even this October figure was 
artificially low, because vir- 
tually no trades were in feet 
taking place. If there had 
been any activity, the spread 
would surely have been 
much higher - perhaps up to 
800 or 900 points - the kind of 
risk premium that investors 
demand only in a serious 
recession. 

Even more strikingly, 
investors were even shying 
away from relatively risk- 
free securities if they were 
not traded in the most liquid 
of markets. 

In short, as Mr Greenspan 
later said, the convulsions 
that followed the Russian 
collapse in August and the 
LTCM crisis were seizing up 
markets for all kinds of 


heavily traded financial 
instruments. 

In the weeks that followed 
that second rate cut. condi- 
tions gradually began to sta- 
bilise. Opinions differ about 
how important the rate cut 
was. Many monetary offi- 
cials think markets might 
have gradually unfrozen of 
their own accord, but believe 
the dramatic urgency of the 
October cut signalled the 
Fed was ready to wade in. 

Other factors undoubtedly 
contributed to the subse- 
quent return to something 
close to normality: Japanese 
banking reform and fiscal 
stimulus, an IMF-led loan for 
Brazil, signs of a halt to the 
collapse in some of the 
worst-hit Asian countries. 
But the timing of the Fed's 
actions suggest they were 
probably pivotal 

Not that anyone claims 
the US saved the world. The 
mood of many officials in 
Washington is one of tempo- 
rary relief at having dodged 
a bullet in 1998. No one is 
confident there will not be 
more in 1999. - 

The first of these tun reports 
appeared in yesterday's 
Financial Times. 


Hopes for 
Mexican 
budget 
agreement 

By Andrew Downk 
in Mexico City 

Officials from the Mexican 
Treasury and main political 
parties yesterday struggled 
to negotiate a new financial 
package that would prevent 
constitutional confusion. 

With little more than 24 
hours to go before the expiry 
of the 1999 budget deadline, 
government officials said 
they expected to reach an 
accord laip yesterday. One 
said the two sides had tenta- 
tively agreed to raise funds 
by cancelling a proposed 
reduction in alcohol tax and 
by phasing in a cut in com- 
pany tax. The government 
agreed to a small cut in 
spending, said the official. 

"Anything can happen but 
we think that basically It is 
done." said the chief Trea- 
sury spokesman. Marco 
Provendo. 

The accord would end the 
most protracted budget 
stalemate in recent history- 
Mexico has lost billions or 
dollars In revenue because of 
the fall in world oil prices - 
a third of its income derives 
from petroleum - and the 
government of President 
Ernesto Zedillo has strug- 
gled to come up with novel 
ways to make up the short- 
fall. 

So far, the government has 
sanctioned a rise in public 
transport fares, raised petrol 
prices by 15 per cent and lib- 
erated long-standing price 
controls on some basic food- 
stuffs. including support 
that for decades made the 
humble tortilla affordable to 
even the poorest Mexicans. 

However, other proposals 
- including a highly conten- 
tious plan to tax telephone 
service - were dismissed by 
the opposition and the three 
main parties have been 
unable to agree on an alter- 
native. 

The main opposition 
National Action party 
rejected new taxes and the 
government, which is ada- 
mant the fiscal deficit must 
remain at 1.25 per cent of 
gross domestic product, 
refused to entertain the idea 
of spending cuts. 
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j “Happy New Year from Iveco. 
To ail our Clients who have 
chosen our vehicles, services 
and transport solutions. To the 
local authorities, emergency 
services and defence forces. 

To ail the hauliers and 
other professionals who work 
for us or with us, 
we wish you a happy and 
prosperous 1999k 
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Iveco its 32.000 employees, its 3,500 dealers and authorised service centres 
Wish a successful 1999 to ail our Clients, suppliers and partners in 102 countries. 
Our commitment next year is to give even more value to our Clients. 

www.ivcca.com 
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HOSTAGE CRISIS TOURISTS KIDNAPPED THREE WEEKS AGO ARE RELEASED BY TRIBESMEN 


Four Germans freed in Yemen 


By George Parker in London 
and Robb) Altai in Dubai 


Yemeni tribesmen yesterday 
freed four German hostages 
kidnapped more than three 
weeks ago. after warnings 
from the authorities that 
they Would use force to 
resolve the Issue. 

The release of the German 
tourists cam e ih the same 
week that four hostages, 
three British and one Aus- 
tralian. were killed after 
Yemeni security forces 
stormed the camp of the 
Is lamic fundamentalists who 
had kidnapped them the pre- 
vious day. 


The use of force by the 
Yemeni authorities has con- 
cerned Britain and Austra- 
lia, which had urged them to 
use peaceful means to 

resolve hostage incidents. — 

San'a claimed that the 
new aggressive' policy Bad 

been successful in securing 
the release of the German 
hostages. 

“The Germans were freed 
a short while ago and on 
their way to San’a." a 
Yemeni official said yester- 
day. 

He said they were safe and 
in good health. 

Hundreds of tourists have 
been kidnapped in Yemen in 


recent years. : but none had 
been killed until the shoot- 
out In Mudlyah. in Yemen's 
south-central Abyan prov- 
ince, on Tuesday. 

. - _ Baroness^ Symons. UK For- 
eign Office minister, said' 
-London- bad-earlier, pressed . 

the authorities in San’a to 
ensure the safety of the 12 
Britons, two Australians and 
two Americans taken hos- 
tage. 

She was still trying to 
- establish the veracity of 
claims by the Yemeni 
authorities that they only 
opened fire after the kidnap- 
pers started to kill the hos- 


“If our advice was ignored 
for inadequate reasons, we 

would be very concerned 
indeed,” she said. 

Yemeni officials said the 
kidnappers belonged to 
Islamic Jihad,. . a 
group of about 200 members 
based in a camp in south 
Yemen. 

There were growing sug- 
gestions yesterday that the 
hostages died because the 
Yemeni forces bungled the 
rescue attempt 

A Yemeni journalist, who 
spoke to some of the freed 
hostages, said they were 
taken by surprise when gre- 
nades were tossed at them 


Religious fears may 
have helped spur 
deaths in Yemen 



Robin Allen explains how the nature of 
kidnapping may have started to 
undergo change in recent months 


O ver the last four years, 
kidnapping of western 
visitors in Yemen has 
become commonplace among 
armed tribesmen, who have 
used tourists as bargaining 
chips to force the govern- 
ment to fulfil pledges to sup- 
ply basic hygiene, roads and 
social services to poor and 
remote areas. Oil company 
employees have been taken, 
and pipelines blown up. for 
the same reasons. 

But apart from one Italian 
who was shot and wounded 
earlier this year and three 
nuns killed in July, scores of 
hostages have been released 
unharmed. Indeed most, 
according to Abdul aziz Al- 
Saqqaf, editor-in-chief of the 
Yemen Times, come out of 
their captivity rather “sym- 
pathetic to the people who 
“host’ them". 

These tribesmen, are 
reportedly demanding up to 
IRSOm ($608,000), luxury cars 
and houses, high military 
ranks and assured public 
sector positions for some 
senior tribal leaders in 
return for releasing their 
captives. 

Doubts remain about the 
chronology of events leading 
to the killing of four western 
hostages this week in Mudi- 
yah. in Yemen’s south-cen- 
tral Abyan province, but 
some suggest it was the deci- 
sion by government troops 
to launch an attack that may 
have accounted for the 
deaths. The decision to go in 
may partly be explained by 
the government's belief that 
the kidnappers belonged to 
an Islamic militant group, 
making political rather than 
financial demands in return 


for the hostages' release. 

The militants, described 
by a senior Information- mm -— 
isfcry official as “Afghani 
people, former [Mujahideen] 
guerrillas”, are said to have 
demanded the release from 
jail of one of their leaders. 
Sheikh Mohamed Atwl 

Yemeni observers say that 
several Mamte activists with 
experience in the 1980s war 
in Afghanistan against the 
former Soviet Union are liv- 
ing in Yemen. 

They also acknowledge 
that attacks on foreigners 
have recently gone beyond 
straightforward tribal kid- 
napping for economic gain. 

However, they are quick to 
point out that the mere pres- 
ence of Islamist activists 
does not implicate them in 
atrocities. 

Nor does the government 
sound convinced of its own 
case. Yesterday one senior 
information ministry official, 
asked whether he thought 
Osama bin Ladin, the Saudi- 
bom millionaire alleged by 
the US to have master- 
minded the bombings last 
August of US embassies in 
Dar es Salaam and Nairobi, 
had a hand in the kidnap- 
pings. could only reply: 
“Why no£?” 

Most observers agree that 
Yemen is fertile ground for 
activists seeking to arouse 
anti-Western sentiment and 
exploit popular disaffection. 

Yemen is the “soft under- 
belly" of the Arabian penin- 
sula. according to one ana- 
lyst After two decades of 
power, President All Abdul- 
lah Saleh has failed to dispel 
the widespread notion that 
power means wealth for a 





Armed tribal Yemenis, west of San’a, hold their Kalashrikovs above their head* 


privileged few and poverty 
for the rest of Yemen’s 18m 
people. 

Poverty is spreading as the 
economic cake gets smaller. 

The 1996 budget deficit, at 
13 per cent of gross domestic 
product is eight times that 
projected. Interest rites were 
increased last October, for 
the third time this year, to 
IS per cent Since last June 
the official .riyal/dollar 
exchange rate has fallen 14 
per cent to IR148 to the dol- 
lar and oil revenues have 
fallen by 40 per cent 

The daily cost of living for 
ordinary people has soared, 
following cuts in state subsi- 
dies, imposed at the behest 
of the International Mone- 
tary Fund and the World 
Bank as part of a structural 


economic reform pro- 
gramme. 

Price rises have exposed 
the government to accusa- 
tions by the powerful opposi- 
tion Islah Islamic party - led 
by the parliamentary 
speaker, Sheikh Abdullah 
Al-Ahmar - that it has 
betrayed Islamic principles 
and sold out to the west.. 
Last summer price riots 
erupted in the capital San’a 
and many other cities. 

Since last June, preachers 
at mosques around Yemen 
have denounced interna- 
tional financial institutions, 
describing the World Bank 
as the “Death Bank." • 

In the southern part of the 
country around JMukalla, 
Lahej and Aden, violent pro- 
tests continue to erupt. 


Defiant Iraq scents a chance 
to make political gains 


Roula Khalaf in Baghdad explains why Saddam Hussein 
has taken the decision to go on the offensive 


O u the main street of 
Kerrada In central 
Baghdad, the 24 metre- 
wide crater caused by a US 
cruise missile attack 10 days 
ago has been filled and the 
road repaved. 

A few miles away, at the 
Medical City hospital, the 
windows shattered by an 
explosion at the old defence 
ministry are also being 
replaced. Throughout Bagh- 
dad, residents speak of the 
relief felt at the end of the 
four-day US and British air 
raids. 

But as Baghdad picks up 
the pieces after Operation 
Desert Fox. the Iraqi govern- 
ment is stepping up its defi- 
ance. It insists that the war 
waged by the US and Britain 
is continuing and it has kept 
the country in a state of 
high alert 

The US-led air raids had 


barely ended when Iraq 
began challeng in g the north- 
ern and southern exclusion 
zones from which its air 
force and troops have been 
barred since 1991 to protect 
Kurds in the north of the 
country and Shias in the 
south. 

This, in principle, has 
always been the Iraqi posi- 
tion. But this week Baghdad 
acted on it 

Yesterday, Iraq opened fire 
on US and British aircraft 
patroDtng the southern no- 
fly zone, provoking a second 
retaliation this week. An 
earlier incident on Monday 
had led the US to fire at an 
air-defence battery, killing 
four Iraqi soldiers. 

Continuing to challenge 
the no-fly zones may look 
like a death wish, as it is 
bound to result in fresh mili- 
tary action by the west and 


the US could decide that it 
needs to try to take out the 
ground-to-air capabilities 
that survived Desert Fox. 
But Iraq seems to believe the 
timing is ripe for a new con- 
frontation and is willing to 
take this risk. 

First, the government 
wants to show primarily to 
its own population, but also 
to the outside world, that 
four days of bombing have 
not dented- Its appetite for 
defiance or Its military abil- 
ity to attack US aircraft. 
Drawing the US Into further, 
but limited, strikes also por- 
trays the 05 as continuing 
its aggression against Iraq. 

“What are we supposed to 
do? Just sit there and do as 
the US tells us?” asked one 

official. 

Second, Baghdad appears 
to believe that escalating 
tensions can help txansform 


the perceived political 
advantages waitp during the 
four days of raids into diplo- 
matic gains. “Tbere is a new 
situation now. after more 
than 400 cruise missiles were 
fired at us,” says an official. 
“It presents an opportunity 
for Iraq.” 

Four days of bombing 
have taken a heavy toll on 
military infrastructure, but 
did not lead to an uprising. 
Nor do they appear to have 
shaken the regime’s grip on 
power. They did, however, 
highlight strong divisions in 
the United Nations Security 
Council, with Russia. France 
and China calling in the 
aftermath for a lifting of the 
oil embargo imposed by the 
UN since 1990. They also 
stirred emotions in the Arab 
world, where demonstrations 
against the US strikes 
spread from Cairo to Damas- 
cus and Rabat. 

However, there were signs 
this week that the momen- 
tum could dissipate. Bagh- 
dad was clearly disappointed 
with some leading Arab gov- 
ernments’ resistance to the 
holding of an Arab League 
foreign ministerial-meeting 
to discuss Iraq. The meeting 
originally scheduled for yes- 


terday, has been moved to 
the end Of next mouth. 

It has attempted to high- 
light to the Arab masses that 
the no-fly zones are not stip- 
ulated by the UN and are 
only being enforced 'by the 
US and Britain - and thus 
are part of US aggression. It 
is also frying to persuade 
Arab governments that they 


The air raids had 


barely ended 1 
when Iraq begat? 
challenging the : 
exclusion zones 


should help if they want to 
avert another bombing cam- 
paign, which might create 
domestic problems by enrag- 
ing Arab populations. 

Baghdad also wants to put 
pressure on members of the 
security council, which have 
been trying to salvage -.»• 
united -policy and find a way 
to send Unscom, the UN ’ 
arms inspectors’ special 
co mm ission, to Bagh- 
dad. Iraq has said, the inspeo- 


BURNING AND LOOTING BJP PRIME MINISTER SEEKS TO DISTANCE HIS GOVERNMENT FROM THE VIOLENCE 


Hindu mobs attack churches in India 


By Amy Louise Kazmin 
-ftiNswOeOtf 


Vtal Behari Vajpayee, 
Via’s prime minister, yes- 
tried to distance his 
nationalist-led gov- 
spSit from a destructive 
HjEwainst Christians by 
ensJ? nobs, promising to 
safety of religious 
in India. 

Mr Va)w a secular state,” 
wn s “A* 1 

ano -qstejaive religion 
‘ . iq be provided 


with frill safeguards, frill 
security.” 

Mobs were reported yester- 
day to have burned two 
Catholic churches in a vil- 
lage about 80km from Surat, 
an important textile town in 
India’s western state of Guja- 
rat It was the latest in a 
spate of attacks against 
Christians that began on 
Christmas day. Since thsu 
mobs have attacked at least 
12 churches, schools and 
prayer balls, leaving at least 
six in smouldering ruins. 


The Hiristian community, 
about 22 per cent of India's 
estimated 960m people, has 
blamed Hindu extremist 
organisations opposed to 
what Christians say are 
charitable activities in 
neglected rural areas. Hindu 
extremists accuse mission- 
axles of forcible conversions, 
which church officials 
strongly deny. 

Christian groups say vio- 
lence against them has 
increased since the coalition 
led by the Bharatiya Janata 


party (BJP) took office in 
New Delhi last spring. The 
BJP’s supporters include 
hardline Hindu organisa- 
tions such as the Vishwa 
Hindu Parishad fVHP), or 
World Hindu CounaL 

Along with a spate of Bible 
burnings and attacks on 
schools, Christians were hor- 
rified by the rape of four 
nuns working in a remote 
district of central Madhya 
Pradesh state. 

About 25,000 Catholic 
schools, 90 per emit In rural 


areas, are flashpoints in the 
battle. The VHP says prom- 
ises of. education and lobs 
are used to win the loyalties 
of lowcaste Hindus. • 

Christians . accuse 
entrenched political groups 
of trylng to thwart education 
that could uplift rural people 
but also make them more 
assertive. 

"Wie are educating them 
and they will be asking for 
their rights," .Said Father 
George Peieira of the Catho- 
lic Bishops' council of India 


and thm. their captors fired 
back. 

"Same of us were injured 
by the grenades and others 
in the crossfire," the journal- 
ist' quoted one of the freed 

western e rs as saying.' 

Meanwhile, the Conserva- 
tive opposition party In the 
UK yesterday questioned 
whether the. Foreign Office 
had provided the best 
up-to-date travel advice to 
visitors to Yemen. . 

Baroness Symons said 
there was no evidence that 
the latest - round of kidnap- 
pings was related to the US 
and UK bombing of Iraq ear- 
lier this month 


Manila 
plans 
deficit 
to boost 


Tax reform 
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economy By Jonat ha n Btrcftafl in Hanoi 


against what is seen as 
northern "colonialism" fol- 
lowing - the defeat ' of 
southern att em pt s at seces- 
sion in the 2994 dril war. • 

. The government’s 
response has been to use the 
military to* tfaagg 
faction, and To persevere* 
with subsidy cuts and price 
rises. Last month. President 
Saleh announced the privati- 
sation of airports arid sea- 
ports. Z*-- 

Analysts have warixed that 
without first reforming 
itself, any central govern- 
ment's attempts to -enforce 
doctrinaire measures on 
Yemen’s-, independent- 
minded . people are doomed i 
to failure and will on^ lead | 
to further disaffection and . 
violence. 


President Joseph Estrada of 
the Philippines yesterday 
signed into law a budget for 
next year that includes a fis- 
cal deficit of at least I8tm 
pesos ($460m) to . stimulate 
the country’s flagging econ- 
omy, Beaters reports from 

The 5S5bn peso (*l5bn) 
national budget for 1999 is 
sw per iynt larger than this 
year’s total of 540 Abu pesos. 

“We were fortunate to 
have withstood well the 
Asian 'economic crisis, com- 
pared with some of our 
friends in the [region L" Mr 
Estrada sard after the sign- 
ing ewwmnniw; k “With this 
expenditure programme, we 
win be -able to give our econ- 
omy .the push ft needs to get 
out of the danger zone and 
set it. firmly on the path of 
steady growth." 

The International Mone- 
tary Fund allowed the Phi- 
lippines to- expand its b ud ge t 
deficit this year from the 
ordinal target of 40bn pesos, 
equivalent to X2 per cent of 
gross national product, to 
boost the economy. •- 

FOr 1999, the budget deficit 
target of jjton pesos, equiva- 
lent to 0 JB pet cemt -of GNP, 
could be rifaed to as much 
as.&ftm pesos, or 3L2 pet'cent 
. of GNP, officials said. 

• ;-®ie»drigber deficit 
-provide the government 
{Wjtth ithe flexibility either io; 
covet 'a" revepua shortlapfefy 
to boost growth through* 
Increased spending. 

' “A fiscal stimulus is neb&v 
sary. to enable our economy.! 
to register a real growth of 3- 
to &5 per cent at the 
least by the time. we begin- 
the next millennium," Mr 
Estrada said. “We Wfli 
strictly fallow a dfadplmed 
and well focused spending ■ 
programme." • ■ 

The government forecasts.! 
that gross domestic product J 
in 1999 will grow &5 per cent 
compared with, an estimated 
lb percent this year. In. the 
third quarter, GDP -con- 
tracted ai pier cent year-on-, 
year after growth atf 4A per 
-cent in. the same period in 


Vietnamese consumers are 
bracing themselves for the 
introduction of value-added 
tax (VAT) tomorrow in an 
important step towards 
modernising the country’s 
taxation ays tem- 
The new tax is supposed to 
leave prices unchanged, hut 
local newspapers have 
already reported a surge in 
retail -sales, as shoppers 
expect* widespread price 
increases to follow. 

. The complexities of imple- . 
meriting a' VAT invoice- sys- 
tem represent a hefty chal- 
lenge for.; the Finance 
Ministry’s tax department, 
and for local and foreign 
businesses. The government 
has been preparing for the 
new. tax for more than a 
year, but has warned that 
initial difficnitfes , Including 
i an. slide in revenues at first, 
may be “unavoidable”. 

VAT will replace a busi- 
ness turnover tax, which 
yields about 17 per cent of 
the government’s revenues . 
and. which is* applied 
through 11 separate tax 
rates. In contrast, there will 
be four levels of VAT, with a 
standard rate of 10 per cent, 
preferential rates of zero and 
5 per cent, and a special 
high-band rate of 20 per cent. 
-.The structure is addition- 
ally complicated by the exis- 
tence of some 25 separate 
.Exemption conditions. 
p_^here are a lot oft grey 
'a^ea&T said one Hand-based 
[^toustar*.- ' 

&x also includes 
Vietnamese 
to: extend the tax to 
small house- 
do not 


ities calculated by subtract- 
ing total purchases from 
total sales. 

Tax analysts say it 
remains unclear how, if at 
all. businesses paying under 
these terms wiU be incorpo- 
rated into the overall VAT 
invoice chain. 

The introduction of VAT 
should provide a boost for 
Vietnamese exporters, by 
o pahiing them to claim back 
taic charged on inputs, 
something not possible 
-under the existing turnover 
tax. 

Vietnam first committed 


'1* 


inn 1 


*nf 


:w 


i t T T i- 


If t 


In addition to VAT 
January 1 will ' 
bring in a. 32 per 
cent corporate 
income tax 
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itself in 1994 to introduce 
VAT. largely at the urging of 
.the International Monetary 
Fund, which supported early 
efforts to draft legislation. 
However, the Fund has- sub- 
sequently expressed reserva- 
tions over the complexity fcf 
the system' eventually 
devised. - - ' - -»r - 

in addition to VAT. Janu- 
ary 1 will. see a 32 per peit 
corporate income tax reptgfc^ 
ing an older, more compJSx. 
profits tax. Most companies « 
with foreign investment*^ 
however, will -continue Jfc ’^S 
benefit from exemptfafe 1 
granted under Vietnam’s tqjs fl 
elgrr investment law. Jp* 1 
The government Is aisfo ■, 
introducing a new, broader ■_ 
special consumption tax Str - 11 ': 
luxury items and services, ' 
which will include a 25. per 7 
cent tax oft karaoke bazifi. 
message parlours and disco- ... 
timques, and a 20 per cent 
ttetvdh golf. . ■. J - ■ 


Budget threat 


budget w£ft be set aside for 
key social services and agri- 
cultural development 
.. Some Sl.Sbn pesbs, -or 
about 8A per cent of the full 
budget, was allocated, to 
modernise the -country's 
inefficient and ID-equipped 
armed forces. - 
The Philippine navy has a 
fleet of mostly 40-year-old 
ships, whfle theamntry’sair 
fbree ix-equtpped with Viet- 
jrami, warvintege fighter air- 
craft. . 


ts pressure- 


on 


By Judy Dempsey in Jerusalem 


tors - whose damning report 
on .compliance trig- 
gered the air strikes - would 
not be allowed to return 
unless the eight-year UN oil 
embargo was lifted and 
Unscbm : restricted its 
operations to monitoring 
facilities that have already 
been inspected. 

But diplomats in Baghdad 
say Bussia - Iraq’s strongest 
supporter - appears not to 
be pushing hard enmig h on 
behalf of the Iraqis at the 
security council. 

Iraqi newspapers have also 
criticised recent French pro-, 
ppsals as moving against the 
interests of Baghdad. 

The Iraqi regime may be 
hoping that raising the issue 
of the nofiy zones may give 
its supporters in the council 
a bargaining chip in what- 
ever diplomatic game is 
played in coming weeks, 

“Iraq wants something 
concrete to come ont of 
Operation Desert Fox," says 
a senior diplomat “And so it 
is raising the pressure. to 
strengthen , the hand of Rus- 
sia and China when they 
bargain with the US and UK 
(m bow to deal with Iraq and 
perhaps on a new formula 
for Unscom." ' 


Israel’s ultra-Orthodox 
religious parties said yester- 
day they would block farther 
readings 'of next year's bud- 
get unless the Knesset (par- 
liament) banned member- 
ship of reDgious councils by 
noa-Orthodox Jews. 

__ This coincided with a deci- 
sion by an Israeli district 
court to accept the legality 
of converrions carried out by 
non-Ortbodox rabbis, a move 
wbich wfll be challenged by 
the tdtra-Cnrthodox religious 
establishment. The ruling is 
seen as the- first step by the 
liberal Reform and Conser- 
vative strands of Judaism in 
breaking the monopoly on 
coversions .held by Israel’s 
ultra-Orthodox rabbis. . 

In the threat to block the 
budget, • aimed at extracting 
concessions from Benjamin 
Netanyahu’s government. 
United Torah Judaism, the 
ultra-Orthodox party in his 
coalition, said it intended to 
by-pass a recant decision by 
the High Court of Justice 
which ruled that religious 
councils must integrate uon- 
Orthodox strands of Juda- 
ism. 

The religious councils, 
monopolised by the ultra- 
Orthodox, are supposed to 
provide religious services to 
the' community, including 
marriages and burials. 

- They are also supposed to 
reflect the political and 
social composition of munici- 
pal councils. 

However, despite many 
legal attempts and success- 
ful court case&won by Jews 
who represent the more lib- 


eral strands of Judaism, 
the ultra-Orthodox hate 
repeatedly blocked their 
participation ; ' on ' the 
councils. "V .' J . 

Holding next year’s budget 
to hostage by (he religious 
parties is the last thing Mr 
Netanyahu wants, particu- 
larly since a new centre 
party, to be headed probably ' 
by Amnon Upkin-Shahak, 
former chief of staff,, and 
Dan Meridor, -former finance 
minister, intends to noTfe. 
campaign based on an Israel 
free of religious coercion. ^ 

If Mr Netanyahu bows ;$> 

, pressure from the rehgionk 
: parties, ft win make ft mote 
difficult for him to attract - 
the secular centre ground-- 
Yet . he wants the budget: in 
place before the election . 
campaign. Failing that, the 
current budget will remain 
in effect for the next three 
months, with inflationary. - 
adjustments: 

Mr Netanyahu still hopes 
to reduce the budget deficit 
to 2 per cent of gross domes- 
tic product .In 1999;. even 
though this year’s' target of 
2.4 per cent-; . may not 
be met, given - the slow 
rate of growth and an 
unemployment rate of 9 per 
cent. 

The central bureau of . sta- 
tistics yesterday said the 
economy grew by l A per 
cent this year, slightly 
higher than earlier estimates 
: but lower than the previous 
year, when it grew 2.4 per 
cant. 

It said the economy might ; 
be improving as recent indi- 
cators were beginning to’ 
shift direction. i 
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BRITAIN 


Prescott in 
fight to save 
Brown aide 


Blair battles to get the balance right on Europe 

New Commission wiii soon be chosen but PM is unlikely to be swayed 
by notion that jobs should - go to socialists. Robert Peston reports 


By George Patter, 

Political Correspondent 

John Prescott, deputy prune 
minister, is backing 
attempts by Gordon Brown, 
the chancellor of flip exche- 
quer, to save the job of his 
controversial press secre- 
tary. Charlie Whelan. 

Downing Street wants Mr 
Brown to sack his aide, 
widely suspected of leaking 
details of the secret home 
loan that led to the dow nfall 
of Peter Mandelson, trade 
secretary. 

But in a sign of a strength- 
ening Prescott-Brown axis in 
the cabinet, the deputy 
prime minis ter believes 
there are no grounds for 
sacking Mr Whelan. One 
Prescott ally said; “No one 
has proved anything against 
him , so 1 don’t see how he 
can be sacked." 

Mr Whelan’s future has 
turned into a power struggle 
between Tony Blair, prime 
minister, who is furious over 
the forced resignation of his 
closest cabinet colleague, 
and the chancellor. 

Mr Brown's position wQl 
be strengthened by the sup- 
port of Mr Prescott, who sees 
Mr Mandelson's depart u re as 
a chance for the government 
to reconnect itself to its tra- 
ditional roots. Mr Prescott 
praised Mr Brown’s use of 
public expenditure to 
“uphold the economy in the 
traditional Keynesian way”, 
and spoke of the need for 
continued interventionism 
in pwH m nwnt- His nffiriate 
stressed he was not implying 
a change in economic policy, 
although many left wing MPs 
were dwligHtgri by the old- 
style Labour language. 

Margaret Beckett, leader 
of the House of Commons, 
joined the fray, saying some 
public spending pr ogr amm es 
could be brought forward, if 
necessary, to bolster demand 
in the economy. 

Mr Prescott’s aides said 
his comments had been 
cleared with Mr Brown, and 
were intended to show that 
ministers were co-operating 


and ensuring the business of 
government continued. How- 
ever, they were interpreted 
as an attempt by both men 
to present themselves as 
upholders of Labour’s tradi- 
tional values. 

Mr Prescott is out to reas- 
sert his authority in the gov- 
ernment. He was furious 
that Mr Blair kept him out 
of the loop last month over 
bis plans to extend relations 
with the Liberal Democrats 
- a project he despises. 

Now it is dear he is devel- 
oping a powerful alliance 
with Mr Brown that wQl act 
as a new centre of gravity in 
the cabinet. Although both 
believe in modernisation of 
the Labour party, they also 
retain a belief in an element 
of redistribution of wealth 
and of the need for an active 
government role in the econ- 
omy. The Prescott-Brown 
aria is an unlikely combina- 
tion, given the frosty rela- 
tions between them before 
the general election. 

Mr Prescott was furious 
that Mr Brown seemed deter- 
mined to seize control of all 
aspects of economic manage- 
ment, and fought a fierce 
rearguard action. But since 
the election Mr Brown has 
tried to repair the damage. 
Mr Prescott’s department of 
environment, transport and 
the regions has been given a . 
wide-ranging remit of 
regional development and 
other economic levers. 

Khodri Morgan, who is 
campaigning to become 
leader of the Welsh Labour 
party, claimed the two men 
were hoping to increase 
their inrhience in the wake 
of Mr Mandelson's resigna- 
tion. “Mr Blair will now 
have to listen to a wider 
number of sources of advice, 
rather than just taking | 
advice from one source.” 

Mr Mandelson's departure 
removes from the cabinet 
one of the advocates 

of co-operation between 
Labour and the Liberal Dem- 
ocrats; Mr Prescott disap- 
proves of Hip initiative and 
could step up his opposition. 


T ony Blair’s crusade to be 
in the van of the Euro- 
pean Union enters its 
most important phase early 
next year, with negotiations 
over the appointment of a 
new European Commission. 

And in the inevitable 
unseemly horsetrading, he 
has only two main aims: to 
secure maximum reward for 
British candidates while 
moving the EU towards a 
UK agenda of economic 
deregulation and foreign pol- 
icy co-ordination. 

His colleagues said he 
would not be led astray by a 
romantic notion that spoils 
should go to socialists. 

He is said by them to be 
attracted, for example, to the 
idea of appointing Chris Pat- 
ten, a Tory and .the last 
Hong Kong governor, to the 
important new job of Euro- 
pean foreign policy “high 
representative" 

The prime minister also 
wants to ensure that the suc- 
cessful candidate for the top 
job. Commission president, 
is “sympathetic to our eco- 
nomic reform agenda”, said 
a government member. This 
is crucial to Mr Blair’s hopes 
of taking the UK into the 
euro early in the next cen- 
tury, because he would find 
it impossible if the EU were 
set on an overt course of set- 
ting common rates for gen- 
eral taxes, raising social 
costs for companies or 
increasing labour mar ket 
rigidities- 

He has been advised that 
when decisions are taken in 
June - or earlier if the 
stand-off between the Com- 


mission and European par- 
liament over the 1996 budget 
escalates into crisis - the 
presidency will go to a 
southern European. “It’s 
their turn," said a minister. 

So Mr Blair's ideal candi- 
date would be Antonio 
Guterres, the Portuguese 
prime minister, who was 
Biairite before Mr Blair. 
“They get on extremely 
wen,” said.' a minister. “He 
could be a fantastic Commis- 
sion president." 

The problem far Mr Blair 
Is that so far Mr Guterres 
has Indicated he would 
rather not stand, for a mix- 
ture of personal and domes- 
tic political reasons. 

Downing Street is unclear 
whether this is because he 
wishes to lead his party in 
the next Portuguese general 
election, due in the autumn, 
or whether he is befog coy 
because he recognises that 
bis rfaanr** of obtaining the 
Commission presidency 
would be damaged if be 
showed his.hand too soon. 

“There is a lofag history of 
early favourites for the job 
getting knocked out;" said a 
government member. 

In the absence of Mr 
Guterres, Mr Blair would 
probably, support Romano 
Prodi, the former Italian 
prime minister. 

Another pnsaibji* southern 
European candidate, Javier 
Solana. the Spanish Nato 
secretary general, would also 
be seen as acceptable by the 
UK. However, British 
officials fear Mr 
Solana’s well-known US 
sympathies could alien- 


ate other countries. 

On the other hand, there 
are two potential nominees 

Mr Blair hopes will not be in , 
the frame, said a minist er. 
He mistrusts the allegedly 
old-left instincts of Felipe 
Gonzalez, the forms' Span- 
ish. premier, and Is said to be 
“appalled" by the possibility. 
- albeit remote - that Oskar 
Lafontaine; the German 
finance minister, may be 
' p roposed. 

Mr Lafontaine has embar- 
rassed Mr Blair in the two 
months since a red-green 
coalition took power in Ger- 
many by promoting a tax 
harmonisation agenda inimi- 
cal to the UK- 

Tony is going to have to 
talk to SchTOdar [the Ger- 
man chancellor] about 
whether he really wants to 
shunt Lafontaine - off to Brus- 
sels,” -said a government 
member. Tt will not be an 
easy conversation”. 

Choosing the British can- 
didates for the lpgRgT jobs is 
no less problematic. Mr B lair 
has signalled he. feels no 
obligation to accept William 
Hague's nomination, Aias- 
tair Goodlad, for a junior 
commission post to be made 
vacant by the retirement' 
nexi year of former Conser- . 
vaijve minister. Sir Leon 

The idea that there is a 
convention on this is poppy- 
cock,” said an official He 
said John Major, the previ- 
ous prime minis ter, blocked 
the appoin tment of Neal Kin- 
nock. Labour’s nominee; for 
two years in the early 1990s 
afod Jim Callaghan 



TYmyBkiJt's favo urite for fop Cbmmiasion. job; Portugal’s 
prime master Antonio Guterres Reuters 

appointed Christopher lighting Tory divisions on 
Tugendbat 20 years ago Europe. -However, a govem- 


against the wishes of Mar- 
garet Thatcher, then Tory 

lander : 

Mr Blair has been advised 
that Mr- Patten, a former 
Tory party rfmfrrnfln, would 


ment member said Mr Pat- 
ten and Mr Blair- had yet to 
have talks about the post - 
When they do. the prime 
minister will try not. to 
delivez 1 a snub to Mr Km- 


be interested, in. the poet of nock, a former labour leader 
EU foreign and security pol- and transport cremhiswi nner. 


icy coordinator and spokes- 
man, and wflTtry to' give 
coherence to the EU in this 


Mr Kinnock is understood to 
be lobbying to~ become -a 
Commission vice-president 


area traditionally character* for external affairs. 


isedby disunity. ' .' , . 

The appointment “of Mr 


But ultimately Mr Blair 
will not back anyone for sen- 


Patten, an unabashed pro- tixnental reasons, hi the tren- 
Buropean in a Conservative chant words of a minister. 


party moving in a Eurosoep- 
tic direction, would be a 
boon- to Mr Blair in. high- 


“He will do what’s good for 
Hm and for the UK Nothing 
else wiH count” •; 


City firms seek advice on Jefri ruling 


By Jfen Kelly in London 

The Big Five professional 
services firms are to seek 
top-level legal advice about 
the repercussions of a Lords 
judgment on the use of “Chi- 
nese walls" to protect cli- 
ents’ interests. 

It is understood the firms 
- PricewaterhouseCoopers, 
Ernst & Young, KPMG, 
Deloitte & Touche and 
Arthur Andersen - are dis- 


cussing a plan to approach 
leading counsel to set out 
the judgment’s implications. 

“We all understand the 
importance of the issues - 
especially as the firms grow 
and integrate globally and 
consider working alongside 
lawyers and other profes- 
sionals,” said a risk manage- 
ment partner at one of the 
Big Five. While the opinion 
of atop court lawyer on the 
judgment would not have 


the force of law, the firms 
would be able to rely on it in 
part if. they faced legal 
action from clients who felt ‘ 
their interests were not 
bong pr op erty safeguarded. 

In tbn case in question. 
Prince Jefri of Brunei suc- 
cessfully challenged KPM&s 
• decisi on to join an inquiry 
into the sultanate's finflnrBft: 
KPMG once worked persons 
ally for Prince Jefri who was 
a target of the inquiry. The: 


case hingwd on the effective- , 
ness of Chinese walls!. 1 

In a 16 -page judgment 
Lord Millet! pointed to 
gmdehnes . laid down by the 
Financial Services Authority 
and the Law Commission an 
how Chmese walls should be 
constructed. He raid -such 
walls ceuM not be ad hoc but 

established “ organisational 
an -angPiEipate ...... 

The Big Five will also 
want to know to what extent 


. 1/qwlUMGletr s judgment 
' cases 

Prince Jefri 
whdre ffrpreis'a direct cart' 
fUct of interest in a legal 
kcena. ^joes it apply more - 
widely; . - we do need to 
know/ said the partner; v - 
A ftmdamental re think on 
Chinese walls could have 
repercussions .for tire firms 
due to conflicts of interest 
arising from consolidation .in 
the sector. •' — 


NI peace 
brokers 
receive 
new year 
honours 

By SeofyPwtarfa LflUdnn ~ 

John Major, the former 
prime-minister, was a mong a 
host of people to reedve hon- 
ours today for their part in 
bringing about the Northern. 
Ireland peace agreement - 
- Mr Major was made a 
Companion of Honour, and 
there were awards for the 
international triumvirate 
who helped to broker the 
Good Friday agreement 
. George Mitchell, the for- 
ma - United States senator, 
Gen John de Chastelain, 
from Canada, and Harri 
Hoiked, the former Finnish 
premier, were in ' charge of 
the folks process that led to ' 
the creation of the new all- 
party Stormont assembly. 

The Foreign Office 
announced it was making 
Mr Mitchell a Grand Knight 
of the. Order of .the British 
Empire .which is an "honor- 
ary title. - 

'General de Chastelain, one 
of his co-chairman, was 
made a - Companion of Hon- 
our and Mr Holkeri, . who 
helped preside over the 
talks, received an honorary 
knighthood. . 

"The honours fet under- 
lines the importance the - 
prime minister attaches to 
making progress-iaNorihera .. 
Ireland in the coming year,” 
his spokesman said. '. 

The business community 
also received its share of the 
new year’s honours.- fhr Ala* 
Trotman of Ford was made a 
Ufa peer, while Victor Blank, 
deputy chairman of Great*. 
Universal Stores, was® 
knighted. 

Others to receive knight - 
hoods included John Guih- > 
ness, of BNFL, lan Gibson of$ 
Nissan, George Mathewsoni 
of the Royal Bank of Scot- 1 
lan d , and John Kemp-Weldh, 
chairman of the London 
Stock Exchange. 

In the arts, Nigel Haw-, 
thorne received a knight* 
ifooc^ a snitahle title for an . 
actor ■ who made his name 
playing the smooth-talking 
Sir Humphrey in the TV 
comedy Fas, Minister. 
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CINEMA 


Brought up short 

f by an alarming trip 

Nigel Andrews survives an overdose of Scottish self-laceration 







Are portmanteau movies a good 
idea? Books of short stories main. 
sense since the tales can be sam- 
pled at will. You can. crackle 
open the pages, at intervals of 
days or months, whenever a new 
hunger for the author occurs. 

But watching a multi-story 
structure like The Add House on 
the large screen you think “Why 
am l being dragged behind the 
runaway brain of Irvine TVrrm- 
spotting Welsh for three unre- 
lated tales of sex, drugs and pro- 
fanity?" To argumentative 
readers saying “This is the video 
age, you can 'sample’ it just like 
a book on the small screen" I 
reply, "Not if you hire the video 
overnight. And you surely 
wouldn't want to buy it?" 

Scottish self-laceration, even 
so. is becoming a fascinating cul- 
tural phenomenon. Welsh is right 
up there effing and blinding 
behind James Reiman and com- 
pany, as this product exemplifies. 
In one tale a man is turned into a 
fly by God, thereby legitimising 
scenes of vomiting and being 
swatted to death. In story two a 
meek husband is humiliated by a 
cuckolding intruder. And the 
title tale, the best and longest, is 
a Scottish take on Look Who’s 
Talking by way of The Exorcist 

Hampstead-accented trendies 
Martin Chines and Je mma Red- 
grave - God knows what they are 
doing in Scotland, but with this 
author God knows a lot that we 
don’t - are shocked by their 
baby's free-swearing precocity. 
They little realise that he has 
swapped personalities with hospi- 
talised acid-junkie Ewen Brem- 


ner. Bren mar was bom to play 
Welsh characters (as in Irvine, 
not Britain's other fretful domin- 
ion). His face is a febrile jelly 
shaken by the ineffable; his long- 
Ihabed bony body is that at Nos- 
feratu reborn; his acting is the 
best that British cinema wm cur- 
rently produce. 


THE ACID HOUSE 

Paul McGudgan 

SSTRBCINSfSSlON' 

Jonathan Frakes 


srrcoM 

Frangois Ozon 


FASSBINDER AND TRIER 

National Film Theatre 


Paul McGtrigan, who directed 
all three tales. Aims Bremner in 
an alternation of reposeful st£H 
shots and woozQy manic close- 
ups. It is hilarious and so are the 
scenes with Bremner’s baby alter 
ego. This lifelike animatronic tot 
looks like Child's Play’s 
“Chucky" after a bad night cm 
the town. As any parents would, 
Redgrave and Clones try to inter- 
pret his obscene ravings as signs 
of a gifted infant prodigy. 

This story is funny, ala rming , 
and believable even in its ven- 
turesome absurdity. Before that, 
though, we have an hour of 
catch-as-catch-can narrative 
busking, with non-optional 
whimsy. I fend to curl into a ball 


whenever "God" appears in a 
modem-dress movie (here played 
by Maurice Roeves). It is either a 
desperate authorial' device to 
extend the limits of the possible 
or it announces "Coconut shy 
time for divinity-resenting Celts 
or Catholics". 

* 

The Star TreJcsage has stopped 
numbering its sequels, which is 
fine by me since 1 have stopped 
counting them. Only during out- 
breaks of insomnia, when my 
mind does cartwheels at four in 
the morning, do I solicit drowsi- 
ness by litanising Captain 
operas. “Star Trek J, Enterprise 
chases KMngons. Star Trek 2, 
Enterprise chases Kllngons. Star 
Trek 3, KUngons chase Enter- 
prise.. .Zzzz." 

It works better than sheep and 
better still now that Captain 
Picard (Patrick Stewart) has 
taken over, jettisoning William 
Shatner’s campy Iovability. I nod- 
ded off twice during Star Trek 
Insurrection, awoken on each 
occasion by an exploding space- 
ship. The plot concerns a happy, 
anti-technological rural com- 
mune on a distant planet - 
Amish in space - who are threat- 
ened with eviction by wrinkle- 
sklnned baddies led by F. Murray 
Abraham. The wickedness is 
revealed early when our friendly 
android Data (Brent Spiner) mal- 
functions during, a Federation- 
sponsored observation pro- 
gramme and the Federation’s 
first principle of non-intervention 
in the indigenous life of other 
planets . . . ^ 

What did help to keep me 



Bom to play Irvfre Welsh characters: Ewen Brecnner as the crazed Juntos In The Add House’, with Arlene Cockbum as IQrsty 


awake was wondering why Data, 
a US-accented android, is pro- 
nounced “Dayta" rather than- 
“Datta”. Did ex-Royal Shake- 
speare actor Stewart, playing his 
boss, insist on this unAmerican 
locution? Or in a Federation- 
dominated future do we all 
observe Oxford English Dictio- 
nary pronunciation? Best to sleep 
on these matters. 

It is Impossible to sleep during 
SUcom, even after a heavy Christ- 
mas. Franpois Ozon's film is a 
crash course in guerrilla eroti- 
cism. You never know what will 
come next, or who, in this tale 
of a French family whose ids 
crack open like boiled eggs when 


father brings home a laboratory 
rat. 

The rodent's presence turns 
them “into living experiments. 
Sonny suddenly announces that 
he is gay and holds orgies in his 
room. Crippled daughter starts to 
explore S-and-M. Mother, who 
has never explored anything 
darker than M and S. makes a 
seduction play for sonny. And 
father hqy a sin gular encounter 
with a microwave. 

The film earns nought out of 10 
for originality. Its (pater le bour- 
geoisie plot is just Bunuel's Dis- 
creet Charm with a dash of Paso- 
lini’s Theorem (the rat playing 
Terence Stamp). But its sex con- 


tent. rising to a surprise hardcore 
moment midway, should alone be 
enough to fill fire London 
arthouses over the New Year. 

For real bourgeois-baiting no 
one surpassed Rainer Werner 
Fassbinder. The National Film 
Theatre's full-scale retrospective 
begins this week and extends 
across three months. More pres- 
ently on these pages about the 
workaholic wunderkind who 
made the most colourfully sub- 
versive. deceptively primitivist 
social dramas of the late century. 

By a stroke of inspiration the 
NFT has scheduled a Lars Von 
Trier season for February. Since 
Trier Is the closest that posterity 


has produced to a Fassbinder 
soul twin, we can re-experience 
the creation of a key postmodern 
film movement that we should 
probably call Compassionate 
Absurdism- 

Watch RWF’s movies side by 
side with LVTs; watch Fear Eats 
The Soul next to Breaking The 
Waiics or The Merchant Of Four 
Seasons next to The Element Of 
Crime: and you see that these 
two directors went further than 
any other Euro-modem towards 
reinventing melodrama. In their 
hands it gathered - in Trier’s is 
still gathering - wit, intelligence, 
self-reflexivity and a caustic, cos- 
mic reverberance. 


& 






f Cockerel with not 
much to crow about 


OPERA . 

The Gotten Cockerel 
Sadler's Wefls, London EDI 


At the new Sadler's Wells Theatre, 
which is still not quite finished, the 
Royal Opera - of which one might 
say the same - is performing Rim- 
sky-Korsakov’s “dramatised fable" 
The Golden Cockerel (after Pushkin), 
the inock-slnfctar farce which, was ■ 
his last opera. In principle, an excel- 
lent choice for a Christmas show 
that is to have 14 performances: 
funny, colourful, cod-dramatic. 

An excellently chosen cast, too - . 
at least the first one, whom we- 
heard on opening night; they will 
alternate with a second team. Rozh- 
destvensky was to have conducted 
the first, and may do later when he. 
recovers from. flu. Vladimir 
Jurowski, who was down to' conduct 
later performances anyway, bad to 
9tand in for him after a single 
rehearsal. That was enough to : 
excuse some nagging lack of co- 
ordination' between singers and! 
orchestra. 

Jurowski ’s treatment of the score 
was warmly idiomatic, if weak on 
theatrical urgency. The leading sing- 
ers were in splendid voice: Paata 
Burchuladze’s richly bemused King 
Dodon, Elena Ketessidi’s bewitching 
Queen of Shemakha - no longer our 
rami liar " Shemakha*"; the change 
has come along with the switch, of 
title from French Coq d'or to the 
English version, though- what is 
actually sung here is Russian. 

The fly’ in the ointment, however,. 


is Tim Hopkins’ production. This 
was a joint commission with the 
Teatro dell ’Opera di Roma, where it 
was seen some three years ago. Did 
anybody from Covent Garden go to 
look at it? In Anthony Baker's chilly 
box-set it looks grey, stolid, uncon- 
vincing and unfunny, and it never 
draws upon its performers’ lively 
skills- Rather, it merely- counts on 
their uncertain intuitions to fill the 
piping boles left by the production. 

'The first-night audience booed it 
roundly, and quite right too. This is 
a “concept" production, with just 
two concepts. One is that sleepy 
Dodon’s kingdom should be confined 
to his large bed in Act 1, expanded to 
a hospital ward with twelve beds for 
Act 2, and faded into a grey void for 
Act 3. So much for lively satire and 
picturesque stagecolour, on which 
Rimsky certainly counted. 

The other, dimly based. on the 
Astrologer's teasing lines at the end 
- he and the Queen have been the • 
only “real people” in the fiction, he 
says - is to make him and the Queen 
haunt the action throughout, to no 
significant purpose. The effect is 
stagey, self-conscious and soon wea- 
risome, though Jean-Paul FoucM- 
coart's Astrologer is eerily piercing 
and other-worldly whenever he gets 
to sing. 

The actors are cruelly under- 
directed from start to finish. Bur- 
chuladze shows a ripe humorous 
potential but is given just nothing 
to do but mug; norKelesskli's Queen 
either, left to fill out her extended 
seduction-aria in Act 2 with repeti- 
tive nautch-girl bumps and grinds; 
nor the doomed, dim-witted Princes 
(stylishly sung by Hya Levinsky and 



Bewitching: Bena Ketesskfi as the Queen ot Shemakha 


Garry Magee), who may never before 
have been so under-exploited for 
comedy. The mechanical routines 
assigned to the chorus, Dodon's infi- 
nitely credulous subjects, aren't 
funny either. 


Hopkins seems to have no knack 
at all for working with actors. What 
does he think people come to live 
opera for? I fear he may have spoiled 
the Royal Opera’s Christmas, which 
really needed a success. 


Shakespearian view of 
sex and shopping 


THEATRE 

SAf^HEMMiNG 

The Two Genttanen of Verona 
The Pa, Bait can, London EG2 


The Reduced Shakespeare 
Company, the Californian 
troupe that specialises in 
high-speed tours of the 
canon, once observed that 
since the Bard wrote 37 
plays, he was bound to have 
the occasional off day. The 
Two Gentlemen of Verona is 
often seen as a case in point 

This early comedy about 
two friends, the fickle Pro- 
teus and the loyal Valentine, 
is crafted skfifliHy but can 
look formulaic. In many 
ways it seems to be a dry 
run for so many better, later 
comedies on love, friendship 
and betrayal and it has a 
troublesome ending in which 
the near rape by Proteus of 
Valentine's girl is followed 
moments later by forgive- 
ness all round. But it does 
also have a spirit of its own, 
an ability to conjure the 
tumult and confusion of 
young love. For the director, 
this poses a challenge: how 
to stage it to bring out its 
symmetry, humour and vola- 
tile mood, without having it 
look predictable or trite. 

In the 1991 RSC produc- 
tion, David Thacker's 
inspired approach was to set 
it in the 1930s and lace the 
whole thing with Cole Porter 


love songs, which captured 
the giddy rapture of foolish 
young love. Edward Hall in 
his intelligent new RSC pro- 
duction, also goes for a 20th 
century setting, transporting 
the play to Italy. Here, the 
self-absorption of the lovers 
is matched by their evident 
dedication to shopping - a 
furrowed brow looks so 
much better in a well-cut 
coat and top-of-the-range 
shoes, after all This brings 
the youth and daftness of 
the lovers into dose range 
and enables Hall to enliven 
the production with comic 
touches to keep it buoyant 

It is a breezy, stylish pro- 
duction, peppered with nice 
comic moments. There is a 
running gag about the fastid- 
iousness of Silvia's father, 
and when Proteus is agon- 
ising over his desire to drop 
Julia and chase Silvia, he 
does so over a bottle of beer 
from the minibar. Tom 
Goodman-Hill's Valentine, 
all floppy red hair and 
tediously earnest pronounce- 
ments on love at the outset, 
acquires real dignity at the 
end. Dominic Rowan’s capri- 
cious Proteus begins by 
enjoying the drama of his 
own dilemma, but ably sug- 
gests that his conscience is 
sticking to him as the going 
gets tougher, making him 
increasingly desperate. 

Poppy Miller’s spoilt Silvia 
Is a bit of a minx to begin 
with, but reveals true stead- 


fastness beneath, while Les- 
ley Vickerages rather 
haughty Julia is clearly 
caught off guard by the 
intensity of her feelings. 
John Dougall's wide-boy ser- 
vant Speed and Mark Had- 
fleld’s maudlin Launce are 
funny. 

The bittersweet ending is 
pulled off by having the now 
whey-faced lovers embrace 
with the fervour of people 
who have just emerged alive 
from a crash. The production 
has many shortcomings, 
however. The emphasis on 
the playfulness of the piece 
is at times overdone, and 
means certain essentials 
appear to have been over- 
looked. The relationship 
between Valentine and Pro- 
teus never seems close 
enough to make sense of the 
blows dealt it by desire for 
the opposite sex. The infatu- 
ated desire of the lovers for 
one another is not tangible, 
and nothing is made of Pro- 
teus’s interest in the dis- 
guised Julia. And, in places, 
the lovers rambling is just 
plain tedious. 

All in all, though, it is a 
pleasing evening, but one 
also felt a certain sympathy 
for launce 's dog Crab, who 
sat happily enough for the 
most part, but clearly felt 
the urge to be off on occa- 
sions. 

Sponsored by Big Steak Pubs 
and Whacky Warehouse 
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CHICAGO 

exhibition 

Art Institute Of Chicago 

Tel: 1-312-443 3600 

www.artre.eOL/ 

Julia Margaret Cameron s 

Women; 60 vintage prints of 

Victorian subjects such as Julia 
Jackson, mother of Virginia 

Woolf, and Wipe Liddell. The 
exhibition wffi travel to San 
Francisco; to Jan 3 

COLOGNE 

OPERA 

OperderStadt 
Tel: 49-221-221 8240 ^ 

Die Vdgefc first modem staging . . 
for Walter Braunfels opera-, 
premiered in 1920, it was banned 
by the Nazis and 1 a r gjy^ . 
forgotten until a re^rewnl^ 
This production s con ?f^wH 
BrortoWontf staged by Dwrid 
Mouchtar- Samorai; Jan 2 

FRANKFURT 
EXHIBITION 
ScMm KunsttaH® 

Tak 49-69-299 8320 


Alberto Giacometti: retrospective 
of work by the Swiss sculptor 
and painter. Also featuring prints - 
and drawings, it charts 
Giacometti's artistic output from 
his early years In 1920s Paris to 
Ms death In 1966; to Jan 3 

LONDON 

EXHIBITION 

Royal Academy of Arts 

Tel: 44-171-300 BOOO 
Picasso: Sculptor and Painter In 
Clay. This first major exhibition of 
Picasso’s ceramics wiB Include 
around 100 pieces, many of 
which have never before been 
exhibited. They will be shown 
with some paintings and 
sculptures, demonstrating how 
Picasso developed his ideas 

across different media; to Jan 1 

theatre 

Albery 

Teh 44-171-676 1115 
Mr Punfila and his man Mane 
Kathryn Hunter'S production of 
Brecht’s satirical comedy moves 
from the Almeida Theatre to the 
West End. Dec 31; Jan 1, 2, 4, 5 

National Theatre 

Teh 44- 1 71-928 2252 
Betrayal by Harold FW- Trey or 
Nurm directs Pinter's 1978 play, 
with a cast Including Anthony 
Calf and Imogen Stubbs; 

Lyttteton Theatre; Dec 31; 

Jan 1. 2, 4' J— ^ 

MUNICH 

CONCERT 
PhBharroonie Gastojg 

T&: 49-69-5481 8181 


Munich Philharmonic Orchestra: 
conducted by Milan Horvat in 
Beethoven's Symphony No. 9; 

Dec 31 ‘ 

NEW YORK 

CONCERTS 

Avery Fisher Hall, Lincoln . . 
Center 

Tel: 1-212-875 5030 
wwwJncoincenter.org 
New York Philharmonic: 
conducted by Kurt Masur in a 
New Year’s Eve Gala, with a 
programme Including works by 
the three Strausses. With 
sopranos Deborah Voigt and 
Noemi Nadelman; . 

Dec 31 

EXHIBITION 

Metropolitan Museum of Art 

Teh 1-212-879 5500 
www.metmuseum.org 
. Degas Photographs: bringing 
together 35-40 photographs, 
most of which were made in the 
1890s. Mainly they, are figure 
studies, setf-portraits and 
portraits of the artist’s caote; to 
Jan 3 

OPERA 

Metropafitan Opera, Uncoin 
Center 

Tel: 1-212-362 6000 
wwwjnetoperexjrg ■ 

Die Fledermaus: by J. Strauss. 
Revival conducted by Patrick 
Summar&Cast includes Carol 
Vanessa, Jochen Kowalski and Bo 
Skovhus; Dec 31: Jan 2 


OTTAWA 

EXHtBmON 


National GaDery of Canada 
Tel: 1-613-990 1985 
Songs on Stone: James McNeill 
Whistler and the Art of 
Lithography. Indudes around 200 
works by the American 
expatriate, with drawings, 
etchings and paintings; to Jan 3 

PARIS 

EXHIBITIONS 
Grand Palais 

Tek 33-1-4413 1730 
Gustave Moreau: more than 140 
works by the Symbolist painter, 
held in high esteem by his 
Gteraiy contemporaries. Includes 
studies and drawings as well as 
oils, many of them depictions of 
historical and mythical subjects; 
to Jan 4 ' 

Musee d'Orsay 

Tel: 33-1-4049 4614 
WWW. Musee- Orsay. fir 

• Mflle&Van Gogh: display of 85 
works brought together to 
demonstrate the influence of 
MHtet bn the work of Van Gogh; 
to Jan 3 . 

• Stephana MaHarm6 
(1842-1898): retrospective 
exploring the work of the French 
Symbolist poet, and his 
influential relationships with his 
literary and artistic 
contemporaries; to Jan 3 

Mus£e du Louvre 

Tel: 33-1 -4020 5151 
wwwJouvreJr 

Portraits from Roman Egypt 
touring exhibition of mummy 
portraits, originated at the British 
Museum. Painted on wooden 
panels, linen shrouds and plaster 


masks, they were created during 
toe first three centuries of Roman 
rule in Egypt to Jan 4 

PRAGUE 

THEATRE 

National Theatre of Prague 
. Teh 420-2-2108 0131 
www.anetcz/nd 

The Servant of Two Masters: by 
Carlo Goldoni. Directed by Ivan 
Rajmont; Dec 31 

PROVIDENCE 

EXHIBITION 

The RISD Museum 

Gifts of the Nile: Ancient 
Egyptian Faience. Display of 
ceramics, known as faience, a 
mixture worked by the Egyptians 
and regarded by them as 
magical. Brings together over 
200 works, including statuettes 
of kings and gods, animals, and 
inlaid boxes ranging over 5000 
years; to Jan 3 

SAN FRANCISCO 

CONCERT 

Davies Symphony Hall 

Tel: 1-415-864 6000 
www.sfsymphony.oiy 
S an Francisco Symphony 
Orchestra: conducted by Peter 
Guth In a Viennese gala concert, 
with soprano Izabeia Labuda; 

Dec 31 

VIENNA 

CONCERT 

Musikversin 

Tel: 43-7-5058 6810 

Vienna Philharmonic Orchestra: 


conducted by Lorin Maazd in a 
New Year’s Day concert which 
marks two historic anniversaries: 
the 150th of the death of Johann 
Strauss the elder, and foe 100th 
of the death of Johann Strauss 
toe younger; Jan 1 

OPERA 

Staatsoper 

Tel: 43-1-51444 2960 

Emani: by Verdi. Conducted by 

Seiji Ozawa in a new staging by 

Graham Vick; Jan 3 

WASHINGTON 

EXHIBITIONS 
National Gallery of Art 

Tet 1-202-7374215 
wwwjiga.gov 

Van Gogh's Van Goghs: 70 
paintings loaned by toe Van 
Gogh Museum in Amsterdam. 
Includes such icons as The 
Potato Eaters (1885), Self-Portrait 
as an Artist (1866), The Harvest 
(1888) and Wheatfield with Crows 
(1890); to Jan 3 

Phillips Collection 
Tel: 1-202-387 2151 
Impressionists In Winter: Effete 
de Neige. Inspired by Sisley's 
Snow at Louveciannes, this 
display includes 62 works from 
44 collections. Artiste 
represented include Monet, 
Pisarro, Cailtebotte, Gauguin and 
Renoin to Jan 3 

OPERA 

Washington Opera, Kennedy 
Center 

Tat 1-202-295 2400 

www.dc-oper&org 

Die EntfOhrung aus dem Serai!: 


by Mozart LA. Opera production 
by Michael Hampe, conducted 
here by Heinz Fricke; Elsenhower 
Theater; Dec 31; Jan 3 

ZURICH 

EXHIBITION 
Kunsthaus Zurich 
Tel: 41-1-251 6765 
Max Beckmann and Paris: more 
than 100 masterpieces of 
modem art from public and 
private collections around the 
world. Works by Beckmann are 
shown alongside paintings by 
Matisse, Picasso, Braque, L&ger 
and Rouault; to Jan 3 

■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

0630: Moneytim with Lou Dobbs 
13,30: Business Asia 
19.30: World Business Today 
22.00; World Business Today 
Update 

• Busmess/Market Reports: 
05:07; 08:07; 07:07; 08:20; 0920; 
10:20; 1120: 11:32; 1220; 1320; 
14:20- 

At 0820 Tanya Beckett of FTTV 
reports five from L1FFE as the 
London market opens. 
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COMMENT & ANALYSIS . 



SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 


Anatomy of slumps 

Large recessions are not just fluctuations: they inflict 
‘semi-permanent damage* , but they cannot be forecast 


At a time of widespread 
distrust of economic 
research, the last and 
posthumous work of 
Christopher Dow stands as a 
landmark of what can still 
be done.* 

Dow was assistant 
secretary general, in charge 
of economics, at the 
Organisation for Economic 
Co-operation and 
Development and then an 
executive director of the 
Bank of England. After he 
retired from the Bank in 
1981 be continued to work 
intensively as an applied 
economist, not only looking 
at numbers hut asking 
fundamental questions about 
what they meant and how 
the economy worked. He just 
managed to finish his last 
work before he died at the 
age of 82. If there is such a 
thing as an economic saint, 
he was it 

Dow’s last work should be 
a model, even to those who 
disagree with It, of how such 
research should be 
conducted and explained. He 
is rigorous and makes use of 
econometrics where 
applicable. But instead of 
throwing at us a few 
equations (even when such 
equations are valid they 
usually account for only a 
limited proportion of the 
variations analysed), his 
own work is, in the vogue 
phrase, completely 
“transparent”. It is also 
brought to life with lots of 
comprehensible charts and. 
tables. 

Since capitalism has been 
exposed to boom and bust 
for centuries, the 
fundamental question is how 
much they matter. Dow 
defines a major recession - 
of which there have been 
five in the UK since 1920 - 
as one in which output does 
not merely foil behind trend 
but drops absolutely. Such 
recessions do matter because 
they displace the trend Itself 


(see chart). Economies do 
have a natural tendency to 
revert to a trend rate of 
growth but they climb from 
a lower starting point and 
the lost output is not 
recovered except through 
fortunate accidents or 
unusually successful policy. 

As a result of the last 
three recessions Dow 
believes that British output 
was. by 1993, some 25 per 
cent below the level 
suggested by the previous 
trend. But he does not . 
regard this shortfall as a 
scandalous policy failure 
arid - unlike somfl 
undergraduate Keynesians - 
he does not think that the 
shortfall can be made up by 
an enormous boost to 
demand. 

Cautious as ever, he 
believes that the possibilities 
of re-expansion are limited 
by two factors. First the 
“natural rate of 
unemployment" (a concept 
be reluctantly accepts) may 
itself have risen; second; 
there is the concept of speed 
limits. If the underlying 
trend growth rate is, say, 
just less than 3 per cent per 
annum, an attempt to grow 
after the end of a recession 
by more than a half or 1 per 
cent above this rate could 
run into bottlenecks. This 
could have an inflationary 


effect even if the “natural 
rate” has not yet been 
reached. 

The author will surprise 
some readers by his finding 
that the UK recessions of 

1973-75. 1979-82. and 1989-93, 
In each of which output fell 
by a cumulative average of 
10 per cent, were just as 
severe as the inter-war 
recessions of 1920-21 and 
1929-32. An important chart 
shows that even if the 
inter-war recessions were no 
worse in terms of lost 
output, they had a much 
more severe effect on 
unemployment. 

He also suggests that there 
were no severe recessions in 
the period 1880-1920. 
although there may have 
been a couple early in the 
19th century. One possible 
conclusion is that the 
economy did not do too 
badly in the Victorian and 
Edwardian periods when no 
one tried to steer it. 
Alternatively, Dow’s concept 
of a “severe recession" 
leaves out some of the forces 
that operate in sustained 
periods of stagnation or high 
unemployment. 

Dow finds that severe 
recessions have had varying 
causes. The 1929-32 
experience is traced to the 
decline in exports, itself a 
consequence of the 


US-initiated world 
depression. The 197982 
recession, at the start of the 
Thatcher term of office. Is 
ascribed to a mixture of an 
export setback (Itself 
reflecting a combination of 
world recession and the 
overshooting of sterling), the 
contractionary fiscal policy 
adopted by the new 
government and a 

superimposed “decline in 
business confidence". The 
last recession of 1989-93 is, ' 
somewhat surprisingly, 
ascribed to declining 
business confidence alone. 

Dow concludes that such 
recessions cannot be . 
forecast His policy inference 
is that preventive action 
should be restricted to not 
provoking them - far 
example by a big fiscal 
dampdown at a time of 
depressed business 
conditions. 

Moreover, he argues it Is 
just as important to avoid 
excessive booms: they 
inevitably provoke 
corrective action which can 
push the economy over the 
brink. For nmiiw» many of 
those who would regard 
themselves as in his camp, 
Dow does not think that 
ever-rising inflation can be 
tolerated. 

Once a major recession • 
has developed, he can only 
suggest fairly conventional, 
but cautious, fiscal and 
monetary stimulation. He 
refers to the limits imposed 
by the amount of available 
capacity or the possible 
atrophy of labour force skills 
and so on. These limits are 
inherently difficult to 
measure. Surely the way to 
impose speed limits is to 
monitor the movement of 
nominal demand, a concept 
he too quickly casts aside. 

The author asks why 
growth did not get out of 
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hand and generate runaway 
inflation in the golden age 
up to 1973. He suggests as 
one reason the Bratton Wood 
system of fixed exchange 
rates. But if that system 
acted as a proxy for a 
monetary rule - until the 
inflationary financing' of the 
Vietnam war - th en the 
distance between Dow «Tid 
the moderate monetarists is 
less than either aide would 
like to t hink 

A volume of this scope 
inevitably provokes farther 
questions. Dow rightly 
dismisses theories that 
attempt to explain severe 
recessions by excessively 
high real wages. The 
collapse of the American 
banking system at the 
beginning of the 1930s and 
the oil 6bock of the early 
1970s hit the world economy . 
through their effect on 
demand. But “high real 
wages” surely contribute to 
long-term problems, such as 
the recent persistence of 
high unemployment in 
continental Europe in both 
boom and slump. Moreover, 
it is not just wages that 
matter hut all the costs of 
employing an hour's labour, 
including the now notorious 
social overheads and 
restrictions on working timp T 
dismissal procedures and so 
on. 

Finally, if each big 
downward shock ratchets 
world or national output 
lower, how has the human 
race managed to achieve 
such rapid economic- growth 
in the last few centuries? Did 
Dow really believe that If Sir 
Robert Walpole (the 18th 
century politician, commonly 
regarded as the first British 
Prime Minister) and his 
successors had run an active 
monetary and fiscal policy, 
UK real national income 
would have been a multiple 
of its present level? The 
author guards his flank, 
however, by describing the 
loss of output in a 
severe recession as 
“semi-permanent", thus 

suggesting that there is 
more to investigate. 

Whatever the caveats, 
Dow’s study is one of the 
seminal books of the last few 
decades and needs to be 
studied by anyone who 
presumes to pronounce on 
economic policy. 

* Major Recessions, Britain 
and the World, 1320-1995, 
Oxford Untoersity Press, £55. 


LETTERS TO THE EDITOR 

The real cost of supporting 
speculators in emerging markets 


From MrHarritS/wtL 
- Sir, Lex’s suggestion 

(December 28) that the IMF 
shotdd stop lending to sup- 
port currencies at unsustain- 
able exchange rates in Rus- 
sia. Brazil etc. indicates a 
failure to grasp that such 
support is drives by a desire ' 
to give priority help to for- 
eign short-term speculators 
investing in these emerging 
markets at the expense of 
the real economy. 

Combined with the 
absence of exchange controls 
(also insisted on by the 
Fund) it ensures that domes- 
tic interest rates are kept at 
astronomic levels in order to 
defend the overvalued par- 
ity. 


This in turn assures that, 
as long as the exchange rate 
Is kept more or less stable 
(with the aid df judicious 
IMF-funded intervention in 
the market), holders of gov- 
ernment Treasury bills at 
interest rates ranging from 
40 per cent to 100 per cent 
;make super-profits while 
local enterprise is strangled, 
government debt is pushed 
to ever more tmflmdable lev- 
els. public servants and pen- 
sioners go unpaid and mil- 
lions more are subjected to 
destitution and premature 
death. 

If the FT seriously wishes 
to save emerging markets 
from total catastrophe it 
must not only demand an 


end to such criminally irre- 
sponsible support for specu- 
lators but call for Implemen- 
tation of emergency 
packages involving effective 
exchange controls and 
provision of affordable 
finance for viable local 
enterprises. 

It an the other hand, it 
continues to turn a blind eye 
to what is happening it is 
guilty of giving tacit support 
to what amounts to an offi- 
cial pyramid scheme 
financed by western 
taxpayers. 

Harry Shutt, 

19 Tennyson Close, 

Horsham, . 

West Sussex RH12 5PN, UK 


Unwilling 
citizen of 
Euroland 

From Mr Peter Warwick. 

Sir, Mr Christie’s Euro- 
integrated culture (“Labour 
mobility a vital reason to 
defer Emu", Letters. Decem- 
ber 19/20) scares me - 
bullfights in London and 
fried skylarks for 
dinner? 

The tangle of beliefs, 
behaviours and passions 
that comprise Euro-culture 
is surely not to be. preferred 
to the rich, variety that we 
can sample or not as we 
wish. 

Integration sounds ghastly 
and not a realistic ann. 

Amplified prayer calls, 
roast horse and bizarre 
games with tethered birds 
are .for the fans. I would 
wish to be excused, content 
with my backward and 
unenlightened views on tire 
new Europe. 

Peter Warwick, 

AMennoor, 

Stortey Cross, 

Nr Lyndhurst, 

Hants, UK 


Actuaries’ central role in 
company wellbeing 


From Mr P.N. Thornton. 

Sir, Your leader (December 
22) does not do justice to the 
role -of the Appointed Actu- 
ary. - 

UK legislation requires 
each life insurance company 
to appoint an actuary, the 
Appointed Actuary, who has 
a number of statutory 
duties. Principal among 
these is to protect policy- 
holders 1 interests and to see 
that the, company satisfies 
their "reasonable expecta- 
tions”. 

The financial stability of 
the company is essential to 
those expectations. . The 
Appointed Actuary has to 
provide a certificate as to the 
financial, wellbeing of the 
company, in the Annual 
Return. 

A concern with solvency ib 
a fundamental means by 
which the Appointed Actu- 
ary protects policyholders* 
interests. However, beyond 
this, life companies are 
expected by the Treasury to 
fulfil their "policyholders, 
reasonable expectations’*. 
While there is no formal 


definition of this term, actu- 
aries have developed a work- 
ing understanding of how it 
should be interpreted, and 
they play a central role in 
seeing that companies 
respect these expectations. 

We have welcomed the 
recommendations of the 
Treasury Select Committee 
that the Treasury should 
investigate whether the role 
of the Appointed Actuary 
should be strengthened. As 
the committee has recog- 
nised, the role of the 
Appointed Actuary is not ^to 
conduct a debate with 
policyholders”, but to ensure 
that their reasonable expec- 
tations are respected in the 
conduct of life assurance 
business on a basis of con- 
tinuing solvency. 

It is even more important 

.that the profession is seen to 
act in the greater public 
interest 

PJV. Thornton, 
president, 

. Institute of Actuaries, 

High Holborn, 

Loudon WC1V 7QJ, UK 


Number One Southwark Bridge, London SE1 9HL 

W» are knen to sncouaga letters trom readers «vorW»*Se. tatters, may bo faxed tn +4* tn -873 5038 tea tax to ‘tno'l ojneJ: 
JetteraadtcfO&ccra Pubbshad lettara m also madfaUa on the FT web ste. Mtpjftiww.FT.can TmtaUon may be avatebte for 
letters written h tea main krtamattanfll languages. Rax 0171 873 5938. Leflore should be typed and not hand written. 









* T H E 0 N L Y 
T H I H G 
BOSNIAN 
I. A N D M I N £ S 
HAVE N'T 


S T 0 P P E D RUNNING 
IS A B S L I !< E THIS 


War In Bosnia, with all Its fear. Injury and death has now been 
replaced by peace In Bosnia, with all Its fear. Injury and death. 

Dm msn hr Ufc, h tt> « teMlaa auqpliM had 
■ines that ibw Uttar the finer Yafariavta. Bamtady 
they HO ar ante antral n driMm a weak. 

This b why at tUlm li Writ, infra to tha precast 
if amthg nil phy inn, AM wM cMUai fmn, 
tenable arts aad hatotfeaH baapa, Wara chfl*n m 
r«i md pity splits arithnct wirrytif thri they nrffl cava 


ts aay kina. Bat ta anriertake this dainties task, we 
aya tti read yur help. SI for Man bforaatiu re nr 
iavafaaUi warh red ta reds a dautiea. call 
(171 971 MU. (for as Httfa as £18 par ddd, 
we are hrip create* reft play miL 

Musa fire |8iB»islp. Btsaiia land dllkilKfl 
■teat caa’t step this rinateii. But ytina. MUMS 


Out with the old 

Tadashi Nakamae argues that Japan must abandon attempts to stimulate demand 
in favour of structural reform to promote a service-based economy 

1999 


Japan is still 
dominated 

NINETEEN^ S'™ 

NINETY NINE^°JS;L' 

after the second world war 
to foster the growth of large 
corporations supplying man- 
ufactured goods. The “new 
economy”, which is under 
developed,- will centre on 
small companies supplying 
services. As the old economy 
continues to shrink, Japan's 
only hope for sustainable 
recovery in the coming cen- 
tury is massive supply-side 
structural reform to get the 
new economy growing. 

The old economy is 
already shrinking much fas- 
ter than anyone realises. 
Japanese managers have 
rapidly shifted their priority 
from increasing market 
share to reusing profitability. 
They know that, in today's 
global financial market, if 
their return. on capital is 
poor they will be unable to 
raise funds. Thus, Japan’s 
financial Big Bang has accel- 
erated the correction, of over- 
supply in the old economy. 

This correction began in 
1990; when the ratio of cap!-' 
tal investment to gross 
domestic product peaked at 
20 per cent - double the 
norm in Europe and north 
America. Cuts in capital 
Investment have been the 
primary cause of Japan's 
prolonged economic slump 
in the 1990s. But, in 1998, the 
annual rate of decline of cap- 
ital investment has suddenly 
accelerated to around 20 per 
cent. Given that capital 
investment accounted for 15 
per cent of Japanese GDP 
last year, this drop alone 
will take 3 per cent off this 
year’s GDP growth. 

Over-supply in the old 
economy has gone hand-in- 
hand with arc-employment 
Cuts in investment have 
meant rising unemployment 
and job insecurity, which 
has eroded consumer confi- 
dence. In 1998, as. tins pro- 
cess has accelerated, con- 
sumption has fallen 
especially .sharply, at an 
»nntwl rate of around 3 per 
cent Consumption accounts 
for more than 60 per emit of 
Japanese GDF, so a 3. per 
cent decline in consumption 
will take another 2 per cent 
off GDP growth this year. 

In response, the Japanese 
government has attempted 


again to revive the old econ- 
omy b'y stimulating demand 
growth. This resort to 
demand-side palliatives has 
been counter-productive to 
the structural reform pro- 
cess. It should be obvious by 
now that the flagging old 
economy can never again 
provide the engine for sus- 
tainable growth. 

A realistic target for sus- 
tainable economic growth in 
the 21st century is 3 per cent 
a year. If Japan is to meet 
this target, the old will have 
to be replaced by the new on 
an enormous scale. Because 
the working population is no 
longer growing, economic 
growth of 3 per cent will 
require Japan to improve 
productivity by 3 per emit a 
year. Industries in the old 
economy, where the trend of 
demand growth has fallen 
flat, will be able to achieve 
this target only by cutting 
employment by 3 per cent a 
year. 

The overwhelming major- 
ity of Japan's 65m workers 
are employed in the old 
economy, so cutting employ- 
ment by 3 per cent will cre- 
ate around 3m newly unem- 
ployed every year. Japan's 
only hope is that these 
unemployed can be absorbed 
by. a rapidly expanding 
service-based economy. I 
believe that Japan’s future 
binges upon whether this 
new economy will be able to 
grow fast enough over the 
next 10 years to provide new 
jobs for 20m Japanese - 
roughly one-third of the 
present working population. 

' The engine for growth in 
the new economy will be 
small service-providing com- 
panies, typically with a 
workforce of around 10 


people. Every year, if 
Japan’s new economy is to 
absorb the 2m unemployed 
released from file old econ- 
omy, a net 200,000 such 
small companies will need to 
be created. 

A partial precedent for 
growth on this scale is the 
US supply-side revolution of 
the 1980s, when every year, 
on average, 800,000 new com- 
panies were spawned and 

700.000 companies ceased 
business,, so that a net 

100.000 new firms were cre- 
ated. Even If new. Japanese 


The flagging old 
economy can 
never again 
provide the engine 
for sustainable 
growth 


companies enjoy a lower fail- 
ure rate than this, the Cro- 
atian of a fret 200,000 compa- 
nies a year will require at 
least 500,000 Japanese entre- 
preneurs every year to set 
up. new businesses. 

To this end, continued 
deregulation and financial 
reform will be indispensable 
but, I believe, the real key to 
stimulation of the entrepre- 
neurial spirit will be tax 
reform. This trill not arise, 
as recent tax cuts have 
arisen, from a vague hope of 
reviving growth on the 
demand-side; the tax reform 
Japan needs will aim specifi- 
cally to provide incentives 
for business creation and 
growth on the supply-side. I 
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would like to see a flat rate 
as low as 10 per cent for both 
income and corporation tax, 
combined with the elimina- 
tion of the present tax loop- 
holes for depreciation' 
expenses and interest pay- 
moots, which primarily ben- 
efit big Industries in the old 
economy. 

Due to the current lack of 
political representation for 
the new economy, the 
required shift of policy 
emphasis from the demand- 
side to the supply-side is not 
imminent However, as more 
and more jobs are lost from 
the old economy, unemploy- 
ment in Japan will eventu- 
ally roach crisis proportions. 
If calculated by the British 
or American standard, Japa- 
nese unemployment would 
already be double the cur- 
rent official rate of 13 per 
cent. But it will have to rise 
much higher still - probably 
to around twice the current 
level - before sufficient 
political determination is 
generated to achieve the nec- 
essary watershed in eco- 
nomic thinking 

In conclusion, the Issue of 
supply-side structural 
reform is the key to under- 
standing Japan’s economy. 
Advocates of demand-side 
measures to stimulate the 
economy are completely 
missing the point. Those 
who argue for a strong yen 
similarly seem not to realise 
that over-valuation of the 
currency only aggravates 
the potentially catastrophic 
deflationary spiral that 
su pply -side structural 
reform has set in motion. 

The author is president of 
Nakamae International 
Economic Research 
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Bill Clinton’s 
unlucky star 


It has been a year that most 
Americans, and especially Presi- 
dent BQl Clinton, would prefer to 
forget But despite the tawdriness 
at the continuing- Monica Lewin- 
sky scandal, 'It has also beat a 
year worth remembering for the 
lessons it teaches about the US 
political system. 

After his impeachment by the 
House of Representatives and 
with his fate now in the hand s of 
the Senate, the president may 
find it difficult to look on the 
bright side. The White House and 
much of the American public 
continues to believe that Mr Clin- 
ton has been unfairly attacked by 
right-wingers who were deter- 
mined to destroy him. 

But the fact that he remains in 
office with record poll ratings 
and a chance to implement an 
ambitious policy agenda in 1999 
provides a powerful demonstra- 
tion of the inherent resilience 
and stability of US political insti- 
tutions. 

The crisis is not yet over. But 
conciliatory language has 
recently been coming out of the 
Senate ahead of next month's 
trial. This may indicate that the 
limits of a purely partisan 
attempt to force the eviction of a 
popular president have been 
reached. Voters soundly pun- 
ished the Republican party at the 
polls last month and they may do 
so again in 2000. 

Meanwhile, the constitution Is 
working more or less as it was 
intended to do by the founding 
fathers two centuries ago. The 
procedures then established for 
removing a president were 
designed explicitly to shield him 
from partisan attacks. It now 
seems likely - although not yet 
rortain - that the final result WlH 
be close to what the public 
wanted all along: a permanent 
stain on Mr Clinton's record 
without his removal from office. 

Ramifications 

Many have complained that it 
has taken the US political 
machinery for too long to reach 
this point, with dire ramifica- 
tions for the government and the 
rest of the world. But the .delay 
was largely Mr dip ton's fault; 
and in practice Washington has 
functioned about as well as could 
be expected in the meantime. It is - 
true that Congress passed little 


legislation of note, but that was 
caused at least as much by politi- 
cal infighting in tfa Republican 
party as by a paralysed presi- 
dency. At a tone of general eco- 
nomic prosperity, there was little 
public demand , for big cha ng e — 
with the possible exception of the 
proposed tobacco and 

campaign finance reform. 

Distract attention 

More critically, when prosper- 
ity was briefly threatened by the 
global economic crisis in the 
su mm er. US authorities acted 
swiftly and successfully to con- 
tain the threat, in fact the more 
frequently heard criticism thi« 
year has been of an over-active 
president taking risks to distract 
attention from his troubles. But 
despite concents about the -moti- 
vation for the attacks on Afghan- 
istan and Sudanese “t e rr oris t 1 * 
targets and the latest round of air 
strikes on Iraq, Mr CHnton has 
been as closely engaged in inter- 
national affairs as ever. From 
Northern Ireland to Kosovo to 
the Middle East, Ms Lewinsky 
did not seem to get in the way of 
US strategy. 

The most obvious lesson of 
year of scandal is the need to 
dismantle or modify the uncon- 
stitutional apparatus that gave 
the Lewinsky affair such extra- 
ordinary m omentum: the inde- 
pendent counsel law. Bom out of 
a post- Watergate desire to dean 
up government, the legislation 
has proved more of a hindrance 
than a help. 

Even -If they have at times 
uncovered evidence suggestive of 
real crimes, the Investigations by 
Kenneth Starr and other special 
prosecutors have dearly demon- 
strated the danger of. giving 
□uelected officials free reign and 
an unlimited budget to scrutinise 
the behaviour of senior govern- 
ment nffifriflis. 

When the act comes up for for- 
mal review by Congress next 
year, 'it should be overhauled. 
While mechanisms are clearly 
needed for Independent investiga- 
tions of possible wrongdoing in 
the executive branch, their scope 
-and authority should be aaiefufiy-j 
circumscribed. Whatever history, 
may say about Mir Clinton and 
Ms failings, that surely would be 
the most desirable legacy of an 
unpalatable year. 


Fin de siecle 
starts here 


Even for the least superstitious, 
there is something thought- 
provoking about the last year of 
a century. But the power of big 
round numbers is not to be 
denied. It prompts the question: 
what were our great-grandpar- 
ents expecting in 1899, the last 
year of the last century, and 
what can we learn from them? 

They did at least glimpse two 
Mg thing s that were coming. The 
first was war. By the end of the 
1890s. there was already plenty of 
fighting around: between the 
British and the Boers, the 
Americans and the Spanish, the 
Chinese and the Japanese. But 
there was also unease about the 
threat of wider conflict in 
Europe. This was addressed 
ineffectually at an international 
conference in The Hague in 1899. 

The second was the decline of 
the 19th century’s superpower. 
Britain. By the late 1890s 
Britain’s industrial output had 
been overtaken by that of the US 
and Germany a Royal Com- 
mission had reported on the 
country’s shortcomings in enter- 
prise and technical education. 
Nor was the unease purely eco- 
nomic the demise of the British 
Empire- had been foretold in 
Kipling’s poem Recessional, pub- 
lished with much fanfare in the 
London Times in 1896. 

A century later, these anxieties 
might make one feel complacent 
True, there is plenty of local 
fighting around the world but 
few seriously expect a third 
world war. Meanwhile the new 
superpower, America, ends the 
century more dominant . than 
ever. Not all the world is pleased 
about that; but it is at least a 
source of stability. It is when 
superpowers decline that big 
conflicts a ri se. 

Twin disasters 
Our forebears were less pre pared. 
though, for two of the chief toas- 
ters of the 20th century- 
Anti-Semitism was suBidentiy 
rife in the late 1890s. with 
pogroms to Russia and the Drey- 
ftifl affair In France: but no sane 
observe- could have predicted the 
Nazis' Final Solution. And 
although plenty of people called 


themselves socialists, few fore- 
saw that the secular religion of 
Marxism would erupt in such 
stunning and catastrophic fash- 
ion, only to hum itself out before 
the century's aid. 

The big themes 
In predicting the big themes of 
the 21st century, there is no rear 
son to expect that weshall be 
any more perceptive than our 
predecessors; but, on one count 
at least, ft may be worth a try. 

In the developed world many 
people feel an unfamiliar loss of 
self-determination. Financial 
markets and corporations seem, 
to many, -beyond democratic con- 
trol. Governments can be held to 
account, hut they no longer seem 
to run the show. In Europe, Mg 
economic decisions are in the 
.bands of shadowy bureaucrats. 
Across the world scientists, aided 
and abetted by Mg business, are 
thnnght to be creating unnatural 
foods «Twi animals and even to be 
working on people. 

Such propositions can be pow- 
erful even when untrue. Intellec- 
tuals might point out, correctly, 
fhwt it is in the nature of markets 
- and of science - to move foster 
than democracies can. This does 
not necessarily mean they are 
out of control,' merely that gov- 
ernment takes time to catch up. 

But, as ; George Orwell 
observed, intellectuals are always 
being wrong-footed by the pro- 
pensity of people to act on pas- 
sion rather than logic. A century 
ago, free trade/ seemed inexora- 
ble, as fid the formation of enor- 
mous corporations and the avoid- 
ance of wasteful competition. 
That did not stop 20th century 
protectionism, nor the populist 
upsurge that brake up the greet 
monopolies of 19th century 
America. . 

. Similarly* free market capital- 
ism today stands -largely unchal- 
lenged - at least in the IntaHeo- 
tual sense. But a lot of people are 
afraid of it or repelled by it. 
Never ™tnd that the lopcal alter- 
natives have been tried and 
found milKT| g- If Capitalism Tri- 
umphant ignores those emotions, 
it could find the 21st century 
unexpectedly hard going. 


IT WAS THE YEAR WHEN . . . THE YELTSIN ERA ENDED 


The fallen colossus 


few weeks ago 
mysterious - 

and potentially 

NINETEEN explosive - site 


John Thornhill considers Russia’s future after the 
traumatic rouble devaluation and debt default 


lurid pages, the site relayed the 
transcripts of confidential con- 
versations between Kremlin offi- 
cials and personal details of 
prominent politicians. 

The rite was disabled within 
hours yet, in a sense, its appear- 
ance was symbolic of the past 
inheritance, present condition 
and future promise of Boris Yelt- 
sin’s Russia. 

Only the' FSB, successor organ- 
isation to the infamous KGB, 
could have gathered such infor- 
mation. But some other group is 
thought to have pasted the site 
for unknown political purposes, 
illustrating how kompromat 
(compromising materials) and 
intimidation have become the 
sleazy currency of power. 

As for the future, the material 
was available to an estimated lm 
internet users in Russia - mostly 
young and predominantly liberal 
Russians who have entered the 
global communications village, 
developing hnrisnrw HTid arpurhu 
tions starkly different from pre- 
ceding generations. 

Caught in fhi< vortex of <*h«nga 
is the physically politically 
enfeebled figure of Boris Yeltsin. 
Since power in the wake 

of 1991 'a foiled hardtine Commu- 
nist coup, Mr Yeltsin has irre- 
versibly changed Russia - for 
better and worse. 

The elation that accompanied 
that revolutionary year has long 
since given way to concern about 
the country's future. As Alexan- 
der Solzhenitsyn, the author, 
lamented in his latest tirade, Rus- 
sia in Qniinppr “Russia is some- 
thing different but not what we 
had ourselves imag ined." 

Although Mr Yeltsin may phys- 
ically serve out the remaining 18 
months of his tom of office, his 
regime expired on August 17 
when Russia was forced to 
devalue the rouble and default on 
its domestic debt. Soon after, Mr 
Yeltsin jettisoned Sergei Kiri- 
yenko as his prime minister 
along with the team of “young 
reformers " who had tried to 
unleash Russia’s liberal market 
revolution, to effect, Mr Yeltsin 
banded over power to his new 
prime minister, Yevgeny Prima- 
kov, who immediately re-instated 
Soviet-era apparatchiks to promi- 
nent posts. 

Cheered on by the Communist 
members of parliament. Victor 
Gerashchenko, the former head 
of the Soviet state-bank who long 
denied any link between money 
creation and inflation, was re- 
appointed as chairman of Rus- 
sia’s central , bank. Yuri Maslyu- 
kov, tiie former head of Gosplan, 
the Soviet state planning agency, 
was name d first deputy prime 
minister in charge of the econ- 
omy. Such men were sharply crit- 
ical of many aspects of Mr Yelt- 
sin’s market reforms and 
instinctively hankered after 
Soviet-style methods for manag- 
ing the economy and the imposi- 
tion of currency and price con- 
trols. Russia appeared to have 
lurched decisively forward to the 
past. 

Yet it is clear that the govern- 
ment has neither the desire nor 
the ability to recreate the Soviet 
Union. There are perhaps two 
distinct scenarios for how Russia 
may develop next year. 

The first, and relatively benign 
interpretation, suggests that Rus- 
sia may finally begin to forge the 
political consensus needed to 
undertake the real economic 
reforms, which have been 



promised but not delivered over 
the past seven years. Trusted by 
parliament and popular in the 
country at large, Mr Primakov 
may be just the man to imple- 
ment a tough and responsible 
budget, rebuild the state and cre- 
ate the conditions for, both 
domestic and foreign investment. 

Mr Primakov may not be 
driven by any innate desire to 
pursue some of the necessary 
market policies but Russia’s 
acute financial crisis has stripped 
him of the luxury of choice. - 

Mikhail Zadornov, the finance 
minister who is one of the few 
economic liberals left in the gov- 
ernment. argues that the govern- 
ment, will resist the temptation to 
revert to Soviet-style methods for 
managing the economy if they do 
not rag ira any sense. “Primakov 
and Gerashchenko and Maslyu- 
kov are pragmatic people and 
when they are faced with con- 
crete problems they come up 
with pragmatic solutions and do 
not rely an ideological schemes,” 
he says. 

Already, the first fruits of the 
new realism are beginning to 
blossom. The government has 
drawn up the toughest budget 
plans since the collapse of com- 
munism, started to close down 
some of Russia’s most politically 
influential but financially bank- 
rupt banks and pressed ahead 


with legislation to introduce 
internationally recognisable pro- 
duction sharing agreements to 
encourage foreign investment in 
the oil and gas industry. 

last week. Rohrgas, the Ger- 
man gas group, paid $66Qm for a 
Z5 per emit stake in Gazprom. 
Russia's giant gas monopoly. The 
transaction brought more cash 
into the Russian treasury than 
was raised through a string of 
Insider privatisations in 1995. 

Moreover, after the humiliating 
collapse of its assistance pro- 
gramme this year, the Interna- 
tional Monetary Fund may well 
be able to strike a deal with Rus- 
sia in 1999. For the moment, the 
IMF has withheld further finan- 
cial support from the government 
until it comes up with a coherent 
longer-term strategy for develop- 
ing the economy. But the fund is 
committed to supporting Russian 
reform in principle and wifi want 
to sign an agreement - if simply 
to "roll over” the $5bn of princi- 
pal and interest repayments 
that Russia owes the IMF next 
year. 

The Russian papulation will 
still have to endure an appall- 
ingly painful winter following the 
the country’s worst harvest in 
decades and the collapse in the 
purchasing power of the rouble. 
But Yuri ShchekochikMn, a lib- 
eral MP, argues that the Russian 


people have demonstrated 
extraordinary resilience in the 
past and will adapt and survive 
again. “There will be no revolu- 
tion.” he says. 

Although he does not discount 
the possibility of further chaos In 
the short term. Sir Rodric Braith- 
waite, the former British ambas- 
sador to Moscow, also argues 
that Russia is unlikely to crash 
entirely off the rails. All political 
parties accept the need to work 
within the constitution (no mat- 
ter how much they dislike it). 
The press has conducted a free 
and at times ferocious debate 
about the options confronting the 
country while the population has 
remained remarkably restrained. 

“Slow, bumpy progress towards 
a Russian version of liberal 
democracy and market econom- 
ics remains a plausible, even a 
probable, scenario,” be writes in 
a forthcoming pamphlet.* 

But there is a far more fright- 
ening view of how Russia could 
develop next year as the full con- 
sequences of the country’s eco- 
nomic collapse become agonis- 
ingly clear. No matter how 
pragmatic Mr Primakov's govern- 
ment may prove to be, it simply 
will not have the political or 
financial strength to arrest the 
forces of national disintegration. 

To be sure, many of the eco- 
nomic numbers look horrifying. 


OBSERVER 


Home run in 
space city 

Down in Texas It seems that 
leaving the planning process to 
market forces isn’t working too 
weft. 

Houston Is the onjy big US city 
without zoning restrictions, 
retying on homeowners’ 
associations to ensure that 
neighbourhoods don’t go to pot 
Texans -don’t tike overmlghty 
bureaucrats poking their noses 
into every carter of people's 
lives - but some associations 
seem to enjoy doing just that 

A committee of Texas 

tegfetetors has found 
neighbourhood bans on, among 
other things, poUtica] signs, 
children, spouses below a certain 
age and pets above a certain 
weight. Some people have been 
told not to use their own bask 
doors - or to kiss anyone 
goodnight outside their front- 
on ea. 

According to the Houston 
Chronicle, State Senator Ken 
Amfiristar, the committee 
chairman, said most associations 
were just fine, but others were 
"just a racket”. Associations can 
compel homeowners to join, 

collect fees and take away 
homes through foreclosure, 
making them “de facto political 
subdivisions”, the committee 
concluded, caffing for regulation. 

Woe betide anyone tangBng 
With the load association - at 
taw, it fe responsible only for fts 


own costs If it loses: a resident 
on the losing side pays for the 
whole thing. The committee said 
one homeowner lost $80,000 in 
legal fees after putting a flower 
pot ki the wrong place. 

One manager at the Nasa 
space centre wrote a critical 
article in a local newsletter and 
his association promptly sued 
him over a. yard Tight Sounds like 
Armbrister and his colleagues 
should put their pets on a diet 

Lonesome pines 

Talk about blaming the 
government for everything. 
Panama's president Ernesto 
“Toro” Pirez BaHadares has 
been catching ft from ail sides tn 
the past month, with riots over 
everything from water 
privatisation to changing the date 
of Mothers’ Day. 

Now Christmas tree setters say 
ail the doom and gloom has 
diluted the seasonal spirit and 
ruined their trade - December 
has been marked by a glut of 
unsold conifers, with hundreds 
standing fortomty In supermarket 
car paries. Nothing to do with 
ovemuppty, of course. 

But the sales window might 
not be over yet the toes, 
imparted from Canada, don’t 
exactly thrive in the tropical heat 
and the pine needles are 
dropping almost as quickly as 
the prices^ 

So now the tree sellers are 
encouraging Panamanians to 
stump up for a replacement free 


before Twelfth Night It will, says 
fie merchants of spruce, be 
cheaper than cranking up the air 
conditioning to make the first 
tree of the festive season last the 
distance. 

Sporting chance 

in fie three months since 
Germany’s federal election on 
September 27, fie former 
ministers of fie defeated 
Christian Democrat-led 
government have chosen very 
different careers. 

Ex-chancellor Helmut Kohl 
remains a forbidding presence In 
Borwi; wifi his successor 
Gerhard Schroder’s blessing he 
sflfl uses the chan celery 
bungalow as residence. He often 
attends debates in fie 
Bundestag, the lower house of 
parliament - although he doesn’t 
say much. 

But others look set to cut their 
ties with federal government - at 
least for now. Voiker ROhe, the 
former defence minister, is widely 
expected to run as fie CDU’s 
top candidate in elections in 
Schleswig-Holstein due in Spring 
2000 . 

It is not Rflhe’s home state: 
he's from neighbouring Hamburg. 
But the CDU is hopeful of taking 
Schleswig-Holstein from the 
Soria! Democrats and victory for 
ROhe could provide a 
springboard for a run at the 
federal chancellery in 2002. 

By contrast, Klaus Kinkel, the 
62-year-old former foreign 


minister, has opted to join the 
Bundestag sports committed. 
Kinkel also Is a kSen jogger, 
tennis player (Schrfider has 
challenged him to a match) and a 
football fan. He also wants to 
promote disabled sports. 

In any case, he says, if he had 
joined fie foreign or defence 
committees, he would have kept 
running Into the people who used 
to work for him. 

Rhyming couplet 

India and Russia have had a 
pretty good relationship for 
decades, even in the Soviet era, 
but last week's visit of Russian 
premier Yevgeny Primakov to 
New Delhi exposed unsuspected 
depths to the friendship. 

At an official banquet 
Primakov recited some Russian 
.poetry, which turned out to be a 
translation of works by his Indian 
counterpart Atai Behari Vajpayee. 

Vajpayee's penchant for 
penning Hindu verse is well 
known, but he’s hardly a 
best-selling author. You'd be 
hard pressed to find his works in 
New Delhi bookshops, apart from 
those that dutifully carry 
government documents, so the 
fact that the Russians have 
translated his poems and 
published them Is remarkable. 

Observer has so far been 
unable to uncover sales figures 
for the Russian edition so It's 
anyone’s guess whether 
Vajpayee has more readers in 
Murmansk or Madras. 


In its World Economic Outlook, 
the IMF forecast that Russian 
output would contract by 5.7 per 
cent this year and a further &3 
per cent In 1999. It also cast grave 
doubts on whether the govern- 
ment would be able to raise 
enough tax to fulfil its budget 
plans given the "culture of non- 
payment In the economy". 

Chase Securities , the US bank, 
is also forecasting an alarming 
reversal of capital flows next 
year, the government having 
scared away most foreign inves- 
tors by defaulting on its domestic 
debt. Whereas $45.6bn of foreign 
portfolio investment poured into 
Russia in 1997. the bank esti- 
mates there will be a net outflow 
of $3bn in 1999 - even assuming 
the imposition of capital controls. 

Domestic capital flight, which 
the bank estimates amounted to 
$60bn between 1996-98, will also 
remain high. Even though Russia 
is now running a trade surplus of 
S2bn a month, the central bank’s 
hard currency reserves are still 
shrinking. Chase predicts an 
additional $17.ibn of domestic 
capital flight in 1999 as Russians 
continue to flee from the rouble. 

In such circumstances, it will 
be extraordinarily difficult for 
the government - and the corpo- 
rate sector - to attract much pri- 
vate money next year. That 
increases the likelihood that it 
will have to revert to the printing 
press or run up more arrears, 
fuelling inflation and further 
impoverishing the population. Mr 
Primakov’s government may sim- 
ply be washed away by popular 
rage leading to a more authori- 
tarian administration or a disso- 
lution of central power as 
regional governors try to grab 
more power. 

Already, the political mood in 
the country is turning uglier. In 
recent months, there has been a 
rise of anti-Semitic rhetoric and a 
growing climate of intolerance. 
Symbolically, the Communist 
Party is pressing for the statue of 
Felix Dzerzhinsky, the founder of 
the Soviet secret police, to be 
returned to its pedestal outside 
the Conner KGB headquarters on 
Lubyanka square. The monu- 
ment was tom down by angry 
protestors in 1991 when Mr Yelt- 
sin stormed to power. 

Last month’s murder of Galina 
Starovoltova, one of Russia's 
leading democratic politicians, 
hag also heightened the climate 
of fear in the country. The 
approach of parliamentary elec- 
tions In December next year and 
presidential elections in the sum- 
mer of 2000 will only increase the 
political tensions. 

For the moment, it seems, Rus- 
sia is caught in a period of 
bezvremenye (timelessness). tem- 
porarily trapped between the end 
of the Yeltsin regime and the 
beginning of a new, as yet unde- 
fined, era. But there are no lon- 
ger any illusions that Russia's 
progress will be anything other 
than slow and painfixl. Even if 
Russia avoids the worst, it will 
take decades for the country to 
gain its place among the prosper- 
ous and peaceful countries of the 
world. 

Oksana . Dmitrieva, a school 
teacher and early supporter of Mr 
Yeltsin’s promised revolution, 
says sbe cherishes the personal 
freedoms that have been gained 
in this decade. But this year’s 
financi al crisis has driven home 
with brutal clarity the degree of 
Russia’s backwardness. ”1 grew 
up in a superpower, I now live in 
the Third World,” she says. 

* Russia and the EU. Forthcom- 
ing. Centre for European Reform. 
http:jjxpww.cer.org.uk 
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100 years ago 

U.S. Merchants, Wake Up 
There Is not much doubt fiat 
our -trade rivals of fie future 
are fie merchants of the 
United States. To natural grit, 
shrewdness and enterprise 
bred of citizens in a new 
country they have, however, 
yet to add a profound 
business training for pushing 
their country's commercial 
interests abroad. Hitherto their 
trade has not had to fight Its 
way among nations in different 
language in anything like the 
proportion of our own country. 
It is not surprising, therefore, if 
we find the commercial 
educational system of the 
States extremely backward - 
worse even than our own. 


50 years ago 

Atmospheric Pollution 
The occurrence of 18 deaths 
in one day last month in the 
steeLmaJdng town of Donora, 
Pennsylvania, has reopened 
the discussion of industrial 
hazards of fits kind. A recent 
Issue of The Lancet discusses 
fie problem of acute 
poisoning due to sulphur 
dioxide and hydrogen fluoride. 
Fortunately acute cases of fib 
kind oe rare. The risk of 
chronic hydrogen fluoride 
poisoning, however, b greater 
and should be guarded 
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Locking on to Lockheed 


The UK’s General Electric Company is 
making the most of its role as the defence 
industry’s eligible bachelor. Alongside 
potential European partners and Northrop 
Grumman: of the US, GEC is now flirting 
with Lockheed Martin, the world's largest 
defence contractor. 

Such an audacious deal has become 
more feasible for two reasons. First, while 
GEC’s shares have revived strongly under 
Lord Simpson, chief executive, Northrop 
and Lockheed have been laid low by the 
blocking of their own merger and Lock- 
heed's recent profits warning. GEC's 
£l4Vibn ($24bn) market value now sub- 
stantially exceeds Lockheed’s $l6bn, while 
Northrop at $5bn looks a mere bite. Sec- 
ond, the Pentagon Is coming to see a 
transatlantic defence deal as the price for 
preventing US companies from being shut 
out of "Fortress Europe”. And recent US/ 
UK co-operation over Iraq can only have 
helped the standing of UK companies. 

Even so, the idea of a foreign company 
gaining control of America's premier 
defence group - which GEC would In a 
Straight no-premium merger - is sure to 
cause political outrage. One way to avoid 
that is for GEC simply to sell its Marconi 
defence arm - worth about £6bn ($lObn) - 
to Lockheed in return for a juicy pre- 
mium. Alternately, the two entire compa- 
nies could attempt a merger of equals. 
Given shared management control and 
the strength of such a world-class group, 
politicians might be persuaded. Mean- 
while. investors could be won round by 
the prospect of big cost savings. And the 
companies’ market values could be 
brought closer by paying GEC holders a 
fat special dividend. The extra debt taken 
on could then be paid down by selling 
GEC’s non-core industrial businesses. 


Share prira retaflw totta FTSE M-Stare taint 



Oiageo/LVMH 


ness, which he cast his eye over recently, 
would have cost less than a quarter of 
that 

More of a ni g glin g thought is that the 
sight of Diageo's shares back above 700p 
suggested that a bit of profit taking might 
be In order. A price/ earnings ratio above 
20 was looking a bit racy for a group with 
significant emerging markets exposure. 
After all, only small parts of its food and 
drinks portfolio are showing much topline 
growth. Cue for another share buyback to 
support the rating. 

As far LVMH, the official reason for Mr 
Arnault’s Diageo departure is "pressure of 
other commitments”. Too true. LVMffs 
profits are heading down this year 
because of the Asian crisis. But even in 
buoyant 1997, operating margins on bAif 
the group’s sales were in single digits. 
Rationalisation programmes are under 
way and Mr Arnault needs to crack the 
whip. An LVMH share price .of around 
FFrtlOO looks a bit rich in advance of 
concrete signs of improvement 


The good news Is that the management 
has got a realistic strategy in place to deal 
with this. Furthermore, the fall-out from 
the Asian crista does not appear to be 
hitting Air Francs as badly as BA, for 
Instance. BA may be paying now for a big 
increase in capacity. But Air France’s 
turn could come next ft plans to buy up 
to TO new aircraft over five years, which 
could increase its capacity by between 10 
and 50 per cent Air France reckons nab- 
bing market share from the of Luft- 
hansa and BA will help absorb extra 
capacity. Its confidence stems from the 
fact that Rcdssy-Charles de Gaulle airport, 
north of Paris, is expanding, improving its 
status as a major hub. 

But if demand falters across Europe, ! 
new runways will not help fill aircraft as 
much as keen prices and better service. A 
downturn that hits European airlines will 
not spare Air France. Potential investors 
need to be sure the management is deter- 
mined to keep hacking away at costs. 


Hyder 


Good news for LVMH; had news for 
Diageo. That was the market's reaction to 
the resignation of Bernard Arnault, head 
of the French luxury goods group, from 
Diageo's board. For Diageo investors, the 
fear is that LVMH will rapidly sell down 
its 11 per cent stake in Diageo, worth 
about £2.6bn. Selling the lot would 
roughly wipe out LVMQTs net debt But 
while Mr Arnault's acquisitive appetite 
remains strong, he is unlikely to spend 
that much at once. Sanofl's beauty bust- 


Air France 


As Air France prepares for its partial 
privatisation, how does It stack up against 
European rivals? On efficiency, it cer- 
tainly lags behind ELM, Lufthansa and 
British Airways. It requires around TO per 
cent occupancy to break even, while BA 
and Lufthansa are estimated to need 62-63 
per cent Clearly, some costs are too high. 
Air France reckons that its pilots’ remu- 
neration was 15 per cent higher than BA’s 
in 1997 and hi ghar still than Lufthansa's. 


The market’s verdict on Hyder, the 
Welsh multi-utility, has been harsh. Since 
the UK regulator pronounced on water 
prices two months ago, Hyder has under- 
performed the sector by some 15 per cent. 
Hyder faces one of the. hardest regulatory 
reviews: a big one-off price cut coupled 
with tough efficiency targets. And there is 
not much it can do to soften the bZow. 
Unlike some other water companies, 
Hyder canno t- tighten its balance'sheet to 
reduce its cost of capital. Gearing is 
already high - net debt of roughly £lbn at 
the interim stage compared with a market 
capitalisation of ELlbn. The outlook for 
dividends is also bleak. The dividend for 
the full year ia set to rise by just 3.3 per 
cent In nominal terms; further out, divi- 
dend cuts are widely forecast 
The current share pice arguably dis- 
counts much of this. The stock trades on 
a prospective yield of around &5 per cent 
- well above the sector average. It is also 
on one of the lowest premiums to regula- 
tory asset base. The shares look cheap, 
but they are no safe haven. Those hoping 
the regulator's views will be watered 
down are likely to be disappointed. They 
may even get toughened. Meanwhile, 
Hyder’s electricity business also faces a 
review. 
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Europe today 

TTwe will ba arrow In Norway 
and snow showers bn Sweden 
and Finland. Denmark wB be 
mostly cloudy but dry. The Low 
Countries, Germany, Austria, 
Switzerland will be mostly doudy 
with outbreaks at tight rain end 
drizzle, which wtil tati as sleet 
and snow over the mountains. 
Spain. Portugal and moat of 
France wlU have rain. The rest of 
the McKfiterranean will have a 
mixture of sun and scattered 
showers. 

Five-day forecast 
North-west Europe wfl remain 
c hang ea ble with the mild 
weather continuing but rain arriv- 
ing from the Atlantic or strong 
winds. Spain end Portugal will 
become maWy dry with sunshine 
tad central parte tf the Mediter- 
ranean wffl have thundery down- 
pours which will dear into the 
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Regulator gives go-ahead y 
for BP and Amoco merger k 


set 


By Richard Waters In New York 


The oil industry's first mega-merger 
cleared its last remaining hurdle 
yesterday as US anti-trust regulators 
gave the green fight to the union of 
British Petroleum and Amoco.' 

The two axmpames are to dispose 
of 134 petrol stations and reduce 
their influence in the wholesale mar- 
ket for petrol as a condition of the 
approval, but those moves will have 
little impact on the power of the new 
company. Wall Street analysts said. 
The two companies have 15,300 pet- 
rol stations iu the US alone. 

The Federal Trade Commission's 
decision to clear the deal also 
appeared to Increase the chances 
that the larger merger of two other 
Oil companies, Exxon and Mobil, 
agreed a month ago, would also pass 
regulatory muster. 

“The FTC is signalling that it is 
business as usual, " said James 
Clar k, an analyst at Credit Suisse 
First Boston In New York, and that 
political considerations would not be 
allowed to disrupt its review of the 
mergers in the energy industry. 


He added, however, that the 
debate over the Exxon/MoWZ merger 
would probably provoke a bigger 
“political spectacle", and a more 
emotional opposition, before eventu- 
ally clearing regulatory hurdles. 

Robert Pito&ky, FTC chairman,, 
said: “Although the merger of BP 
and Amoco involves companies of 
enormous size, and there is a signifi- 
cant trend toward concentration In 
the petroleum industry, the 
operations of these two companies 
rarely overlap in a way that threat- 
ens competition." 

He added that where overlaps did 
occur, there had been "significant 
divestitures and other relief that 
make it likely that consumers will 
enjoy the benefits of competition". 

The FTC chairman also indicated 
that the Federal agency might take a 
tougher attitude to mergers in the 
energy industry In the future,- if fur- 
ther deals were to lead to a progres- 
sive concentration of power. 

This was taken on Wall Street as a 
general wanting shot rather than a 
sign that other potential mergers 
between oil companies would face an 


uphill battle with the regulators. 
Mr Clark said the Exxon/MobU 
merger was so large that it would 
create a regulatory ‘’umbrella’? 
under which later deals would be 
able to- shelter. 

Tbs FTC said It had also taken 
steps to ensure that competition in 
the wholesale market for petrol in 
the US does hot become distorted. 

' BP and Amoco wQl give about 1,600 
independent petrol stations the 
option of cancelling supply con- 
tracts. Alto, the two companies have 
already reached an agreement to sell 
a number of product storage tarml- : 
nals to Williams, a rival distribution 
company. 

BP'S shares fell sharply yesterday, 
reflecting both profit-taking and a 
degree of volatility as Amoco leaves 
the Standard & Poor’s SCO index. 
BP'S American; Depositary Receipts 
stood at $84ft to early afternoon 
trading in New York, a fall of $5’/. 

The merger will be completed at 
7pm in London today, the companies 
said, with BP retaining its place In 
the FTSE 10G index when trading in 
the shares resumes on Monday. 
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China almost on target with 
robust 7.8% growth in GDP 


By James Harding in Shanghai 


China reported yesterday what Is 
likely to be the fastest economic 
growth in Asia this year, with the 
7.8 per cent expansion in gross 
domestic product just marginally 
below government target 

The official figures, just short of 
the politically important goal of 8 
per cent growth, suggested China’s 
huge programme of government 
infrastructure spending and state 
sector investment had offset weak 
domestic demand and zero export 
growth. 

But the remarkably robust perfor- 
mance of the Chinese economy, in 
stark contrast to ot her countries in 
Asia ending 1998 in deep recession, 
raised concerns among some econo- 
mists that the headline growth fig- 
ures were Inflated. 

Mao Yushi, an economist at the 
Unirule Institute of Economics, 
think-tank in Beijing, said: “The 
GDP figure Is dubious. -there must 


be some local governments trying to 
please the central government by 
reporting inflated statistics." 

The State Statistical Bureau said 
GDP in the fourth quarter rose by 
about 9 per cent year-on-year, under- 
lining how toe fiscal spending pro- 
gramme has revived flagging growth 
in the second half of 1998. 

Zhu Rongji pledged when he 
became prime minister to March 
that China’s economic growth for 
1998 would not drop below 8 per 
cent After growth slowed to 7 per 
bent in the first half of this year, 
Beijing sought to reflate the econ- 
omy by spending on roads, railways, 
housing and. telecommunications 
networks. 

State investment rose 28J2 per cent 
year-on-year to the third quarter and 
about 24 per cent in the fourth quar- 
ter. Overall fixed asset Investment 
rose by 15 per cent for the year, the 
statistical bureau reported yester- 
day. 

Liao Qua, senior' economist at 


Standard Chartered to Hong Kong, 
said: "The fiscal expansion policy Is 
working, decline has bottomed out 
and growth momentum will con- 
tinue." He forecast China's economy 
would grow by 7.5 per cent to 1999. 

But some analysts have warned 
against heavy reliance on state-di- 
rected Investment, citing the risk of 
another asset bubble. 

Behind the headline growth fig- 
ures, which showed the value of 
GDP In 1998 at RMB7,974bn 
<J960.7bn), the statistics also under- 
lined some of the problems affecting 
the Chinese economy. 

The benchmark retail price index 
was down 2J6 per cent to 1998, show- 
tog that deflationary pressures may 
have moderated but that slow con- 
sumer demand and industrial over- 
capacity mean prices remain sharply 
lower. 

Exports - the force behind China's 
8£ per cent economic growth last 
year - were flat at $lS2bn compared 
with gl82.7bn to 1997. 
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Stock martlets had an 
up and down year. The 
Helsinki bourse was - 
Europe's runaway win- 
ner, soaring 105 per 
cent In dollar terms. 
Oslo was Europe's big- 
gest loser, falling more 
than 30 per cent during 
a year in which erode 
oil prices halved, hitting 
Norway's oil-dependent 
economy. Regardless of performance, the 
theme across much of Europe has been prepa- 
ration for the Introduction ctf the euro. Page 30 

Who knows what will happen? 

How win Europe's Hated companies do In 1998? 
timistic company analysts, concentrating on 
1 strengths and weaknesses of individual 
nesses, conclude that next year will bring 
r _ ng profits growth. But equity strategists, 
who focus on macroeconomic predictions, are 
warning investors to prepare for some unpleas- 
ant surprises. Page 14 

Mellon's Cahouet stands down 

If anyone sums up the 
last 10 years in US 
banking, it Is Frank 
Cahouet (left), who 
stands down as chief 
executive of Pitts- 
burgh's Mellon Bank 
on January 1. When he 
took over in 1987, Mel- 
lon was ailing because 
of unwise loans to real 
estate developers and 
to Latin America. He 
moved it from corporate to consumer banking, 
and from traditional lending towards lines of 
business that generate fees, such as custody, 
consultancy and fond management Mellon also 
By became an international company, 
ole many rivals had to retreat from iU thought- 
foreign expansions. Page 15 
a 

Pemex tries to beat the bandits 

Petraleos Mexicanos (Pemex), Mexico's national 
oil company, is to increase its policing budget 
by 20 per cent in 1999 as its ducts come under 
increasingly frequent siege from organised 
gangs and its pipes are beset by petroleum 
bandits. Page 15 

Sterling fall linked to Ecu arbitrage 

Sterling took a tumble below DM2.80, with 
some market participants parting, towards the 
long-predicted sett-off of the sterling part of the- 
oretical Ecu baskets as the reason. Page 18 

Merger speculation lifts Paris 

Another strong day for defence conglomerate 
Thomaon-CSF, which was buoyed by merger 
speculation, helped Sft Paris on an otherwise 
dull day for European stock markets. Pog»30 
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Listings by internet companies 
set to test Wall Street’s mood 


By John Labels In Hew York 


A new spate of share listing s 
by internet companies is set to 
test US stock markets daring 
the first quarter of 1999, as 
debate still rages on 'Wall 
Street about the high * valua- 
tions achieved by ‘ online 
stocks. 

According to Securities Data 
Company, 14 internet initial 
public offerings and five sec- 
ondary offerings are registered 
with ' the Securities and 
Exchange Commission. They 
will likely reach the market In 
January or February. 

A number of these compa- 
nies are expected to generate 
strong demand despite concern 
that many internet stocks are 


Strong demand expected despite ‘overvalued’ shares 


overvalued because of narrow 
share bases, slight revenue 
bases and non-existent profits. 

Invest o r damwrHi for wwn™ 
shares remains, high. Many 
leading companies such as 
Axnazoxi.com, Yahoo', and 
America Online remain at or 
near all-time trading highs. 
The trend is expected to draw 
more private companies that 
shelved JPO plans due to mar- 
ket volatility only a few 
months ago into the public 

p-mrfrgfy 

“It's going to be strong, espe- 
cially in the internet sector,” 
said Steven Tuen, director of 
research at IPO Value Monitor. 


"The [recent] momentum is 
going to cany over at least 
into January." 

TVfllage, an online commu- 
nity chat service run from 
New York City, is expected u> 
launch in early February 
through underwriter Goldman 
Sachs. An earlier planned IPO 
for iVUlage was postponed, bat 
the offering is now expected to 
raise about 340m. Although 
small, the company is consid- 
ered a leader In providing con- 
tent and links targeted mainly 
at women. It runs 12 channels 
covering family, health, shop- 
ping and travel, and has a core 
audience 84 per cant female. 


Marketwatdi.com is another 
eagerly awaited IPO. Formed 
in late 1997 and 50 per. cent 
owned by broadcaster CBS. the 
company provides business 
and financial news to online 
subscribers. The issue of 2.75m 
shares could be priced by the 
second week in January, with 
an expected offer price range 
of $10 to $12 a share. 

Publisher Ziff-Davis is also 
expected to launch an IPO of 
ZDNet, an offering that could 
raise nearly SlOOm. News of 
the offering’s registration sent 
Ziff-Davis shares higher in 
recent weeks. Other IPO 
launches expected in the first 


quarter Include Prodigy Com- 
munications, a provider of 
online services, and barne- 
sandnoble.com. the online 
retail aim of bookseller Barnes 
& Noble which recently bad a 
S200m Infusion from Bertels- 
mann of Germany. 

The two-month frenzy in 
internet share prices peaked in 
the days before the Christmas 
holiday, as expections of 
strong online holiday sales 
boosted sentiment Since early 
November, tile Internet Index 
of the American Stock 
Exchange - a broad basket of 
nnHnp shares - has more th rm 
doubled, closing yesterday at 
639. The market is expected to 
cool as holiday results are 
announced in January. 


Arnault 

resigns 

from 

Diageo 

board 


By Jolu WHJirau in London 
am Saner bkandar hi Pais 


TRANSACTIONS TUMBLE FROM 675 TO 573 OVER YEAR, DESPITE WORLD'S BIGGEST INITIAL PUBLIC OFFERING 


Autumn share 
slide puts the 
brake on new 
equity issues 



Global etprity issues league table 

investment bank . . . Value (Stm) 


Number i. % share 

of issues i 


By Vincent Boland 


The stock market slide in early 
autumn severely dented the 
volume of new equity issues In 
1998, despite several huge 
deals including the world's big- 
gest initial public offering, 
according to figures on issu- 
ance activity. 

By mid-December, Jll6.4bn 
had been raised in Interna- 
tional share offerings, com- 
pared with $116.8bn for all 
1997, according to Capital Data 
Bondware, which monitors 
equity Issuance activity. The 
number of transactions also 
fell to 579 from 675 last year. 

- While- Goldman Sachs 
extended Its lead in the league 
table of investment banks that 
underwrite IPOs as bookrun- 
ners, Warburg Dillon Read dis- 
placed other big US houses to 
gain the number two spot and 
signal a revival for European 
banks in the fiercely competi- 
tive undarwrithig market 

Goldman's own IPO was the 
most notable casualty of the 
market correction in the third 
quarter, which saw investors 


rush for the exits and several 
other significant share Issues 
postponed. Some bankers said 
yesterday the new issues mar- 
ket had not yet recovered Its 
poise, which coold affect Inves- 
tor sentiment towards the IPO 
market into next year. 

“The confidence is not in the 
market to the extent implied 
by the rise in share prices in 
the past few weeks,” said an 
equity capital markets execu- 
tive at a London bank. 

Goldman's position as the 
leading equity underwriter 
was given a huge boost by the 
stock market listing in October 
of NTT DoCoMo, the Japanese 
mobile telecommunications 
company. The bank lead-man- 
aged the international tranche 
of the $l8.4bn IPO, the wen-id’s 
biggest, and netted a huge 
chunk of the estimated 9500m 
In fees the deal generated for 
investment banks. 

Goldman underwrote $l&9bn 
of global issues as bookrunner 
in 1998, up from $17.4bn in 
1997. It also raised its share of 
the market from 15 per cent to 
more than 16 per cent. Its chief 



jtttacCtoWMl 


US rivals, Morgan Stanley 
Deafi Witter and Merrill 
Lynch, saw their market 
shares fell Slightly, and Mor- 
gan dropped one place in the 
rankings to number three. 

Warburg's share of the mar- 
ket was slightly lower than in 
1997, but several large deals 
helped it to rise to second 
place. It was also the leading 
bank In underwriting equity- 
linked issuance. Convertible 
and exc han geable bond issu- 
ance Is at record levels, and 
bankers say it should continue 
to feature prominently in 1999. 

Whatever the performance 
of the banks, however, 1998 
was not a vintage year for IPO 


performance. New US equity 
issues, excluding those of 
internet companies, are return- 
ing less than 15 per cent to 
investors this year. Individual 
deals have fared better, partic- 
ularly among some of the big 
European transactions of 1998. 

Fund managers expressed 
disappointment with the over- 
all performance of the IPO 
market They blamed it on the 
downturn in the third quarter 
and on an excess of telecoms 
issues, which continued to 
dominate the European sector. 

“Telecoms issues tend to be 
large, liquid, defensive, reason- 
ably valued and not very excit- 
ing,'’ said one London-based 


fund manager. If size was an 
important factor in ensuring 
the completion of deals in 1998 
on a global basis, the most eye- 
catching IPOs were among 
tiny US internet stocks. 

None shone like theg- 
16be.com. whose shares closed 
more than 600 per cent higher 
when they made their debut 
amid a frenzy over the 
prospects for online 
commerce. 

As bankers did their end-of- 
year sums yesterday, they 
were optimistic about the pros- 
pects for 1999 with the flota- 
tion of Air France expected to 
be the first big European deal 
of the year. 


Bernard Arnault, chief 
executive of LVMH, the 
French luxury goods and 
drinks group, yesterday 
resigned from the board of 
Diageo. 

The move is seen as a pre- 
lude to the sale of LVMITs 
10.89 per cent stake in the UK 
food and drink Company. 

Mr Arnault said he felt 
unable to make a full contribu- 
tion to the Diageo board and 
wanted to devote himself to 
his primary responsibilities. 
He added that his resignation 
would make no difference to 
the trading partnership 
between United Distillers & 
Vintners, Diageo's drinks sub- 
sidiary , and LVMH '5 Mottt 
Hennepsy division. 

But people in both groups 
acknowledged the decision was 
likely to presage the sale of 
LVMH’s shareholding in 
Diageo which the French 
group has already said is not 
strategic. Last month it 
announced it would no longer 
consolidate its share of 
Diageo's profits in its own 
accounts. 

LVMH shares rose FFr21 to 
FFr1,106 after the announce- 
ment, amid speculation of a 
sizeable acquisition to bolster 
its luxury goods interests 
which include Christian Dior 
products. 

The group's FFr6.5bn 
($l.l5bn) bid for Sanofi Beautfi, 
the beauty products company 
which distributes Yves Saint 
Laurent cosmetics, was with- 
drawn last week. LVMH said 
discussions had revealed diffi- 
culties In merging the two 
companies’ perfome brands. 

As long as Mr Arnault 
remained a director of the Brit- 
ish company, LVMH would be 
unable to sell in the two- 
month. closed periods leading 
up to each of the two half- 
yearly results' announcements. 
The next closed period - for 
the first-half results on March 
11 - begins on January 11. 

Diageo shares fell Zip to 684p 
on fears that a disposal was 
imminent. 

“As a Diageo director, there 
were four months in every 
year when he couldn't sell the 
shores," said an analyst "Now 
he can move whenever he 
wants to." 
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Nissho Iwai secures credit 


By Paul Abra hams in Tokyo 

Nissho Iwai, the troubled 
Japanese trading house, yes- 
terday secured a Y600bn 
($5-2bn> line of credit from Jap- 
anese banks and revealed a 
restructuring programme. 

7he group has been strug- 
gling with poor profitability at 
its core operations, as well as 
big losses on its securities 
holdings and at two non-bank 
financing subsidiaries. 

The group said it would cut 
its" parent-company workforce 
by nearly 25 per cent, from 
about 4,100, mainly through 
attrition, early retirement and 
cuts in the graduate intake. 
Further losses would be 
achieved by moving employees 
to subsidiaries. “In the past, 
job reductions at a parent level 
have not resulted in cuts on a 
group basis," it said. The line 


of credit was provided by a 
syndicate led by Sanwa Bank. 
It included Dai-Ichi Kangyo 
Bank, Bank of Tokyo Mitsubi- 
shi, Daiwa Bank, Toyo Trust, 
.Norinchukin Bank, the Indus- 
trial Bank of Japan and Asahi 
Mutual 

The funds would be used for 
cash flow purposes and to help 
repay Y70bn of bonds due by 
the end of March. About 
Y27Qbn of commercial paper 
was due next year. 

Nissho Iwai has been strug- 
gling to issue new paper since 
Moody's cut the group's debt 
rating to non-investment 
grade. The group’s net debt to 
equity ratio at the end of Sep- 
tember was L700 per cent 

The company Is unable to 
issue new equity because 
although the shares jumped 6.6 
per cent yesterday to Y96 on 
the news, they were trading at 


Y466 two years ago. The group 
had expected to post a parent 
company net loss of Y44^bn in 
the year to March a con- 
solidated group loss of YiSbn. 

It will pass its dividend for 
the first time. Contributing to 
the bad results will be a 
Y14R7bn extraordinary provi- 
sion. This will be used to write 
off losses at NI Finance - the 
finance company it is liquidat- 
ing - as weD as at other 
subsidiaries. 

NI Finance’s closure will 
help Nissho Iwai reach its tar- 
get of reducing assets within 
three years by YSQObn on a 
parent basis, and Yl.SOObn on 
a consolidated level 

To reduce costs, the com- 
pany said it would cut IS of its 
159 overseas bases, reduce the 
pay of Its directors, advisers 
anti managers aiyl cut enter- 
tainment expenses. 


Crisis hits London exchange 


By Ctay Harris and Vincent Boland 


Independent traders on. the 

London International Finan- 
cial Futures and Options 
Exchange have had their capi- 
tal frozen after UK regulators 
shut two derivatives, firms in 
the biggest, crisis for the mar- 
ket In almost four years. 

Although the sums involved 
in the closure of GLH (Deriva- 
tives), and the Loudon branch 
of Chicago-based Griffin Trad- 
ing Company, which cleared 
its derivatives trades, are. 
gpiaTi compared with those in 
the collapse of Barings in 1995, 
the latest development raises 

questions about UK regulation 
ofLop don's multi-billion dollar 
derivatives markets. ■ 

Tie closure follows losses at 
at least SSm. believed to have 
been incurred by John park, 
one of the independent traders 


known as locals associated 
with GLH. 

Mr Park is believed to have 
bought 9,000 contracts - a 
large position for an individual 
trader - for German govern- 
ment bonds just before the 
close on December 22. - 

The central question relates 
to local nan-GLH traders who 
cleared through Griffin and 
now appear to have been inad- 
vertently caught up in Its col- 
lapse. One said Griffin's UK 
head had assured him early 
last week, as rumours of 
GLUTs difficulties spread, that 
the money of non-GUI custom- 
ers was not at risL By Tues- 
day, the trader was told that 
hte money was frozen. 

The Securities and Futures 

Authority yesterday died Grif- 
fin’s feilura to maintain suffi- 
cient fimds to segrega t e d cli- 
ent accounts to meet client 




money requirements as one 
reason for ordering its closure. 
John Foyle, Llffe’s deputy 
chief executive, said last night 
that locals could not remove 
their capital without SFa per- 
mission. “This has the effect of 
protecting the customers ■ to 
ensure that their funds and 
market positions are dealt 
with in an- orderly and fair 
fashion," he said. 

Burex, the biggest European 
derivatives market confirm©! 
it had placed Griffin on “trad- 
ing hold status” - effectively 
suspending it from trading on 
the exchange, of which it is a 
non-clearing member. 

The GLH trader incurred its 
losses trading on Eurex. 

For Griffin, the impact of the 
closure may not be limited to 
London. Calls to its Chicago 
headquarters yesterday were 
referred to its lawyers. 
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TRANSPORT INDIAN CARMAKER HOPES FOR INCR EASED VOLUME S FOR I TS SMALL VEHICLE 

Maruti cuts car price to lift sales 


By Amy Lwrisa Kknnfrt 
in New Delhi 

Maruti Udyog, India's largest 
carmaker, yesterday cut the 
price of its best-selling 
Maruti 800 by nearly 12 per 
cent in a bid to stimulate 
sluggish car demand and 
make the vehicles affordable 
to more Indian consumers. 

The Maruti 800, already 
one of the cheapest cars in 
the world, will now sell for 
$4352. Maruti also cut the 
price of the diesel version of 
its upmarket small car. the 
Zen. by nearly 8 per cent 

“The market is very slug- 


gish. We want hi expand the 
market,” said R3.S.L.N. 
Bhaskarudu, Maruti manag- 
ing director. 

The price cuts were 
announced just before Tata 
Engineering and Locomotive 
Company (Telco), part of the 
Tata Group, launched its 
own small car, the Indica. 
Many analysts say the 
vehicle is likely to prove stiff 
competition for Maruti. 

UntO this year. Maruti. a 
50*30 joint venture between 
the Indian government and 
Suzuki of Japan; had a 
monopoly over India’s small 
car segment. Its sales con- 


sisted primarily of Maruti 
800s, with the Zen appealing 
to mare affluent buyers. 

The Indica has been billed 
as India’s first domestically- 
built small car. and Telco 
will be able to build about 
200.000 a year by 2000- 

In India's price-sensitive 
car market, analysts expect 
it to be a popular choice 
among buyers looking for 
alternatives to the omnipra- 
ent Marutis. 

The diesel Indica is likely 
to attract motorists looking 
to capitalise on the lower 
price of diesel fuel. In India, 
petrol prices are kept high to 


Crystal ball gazers’ vision 
hampered by the clouds 

The economic upheavals of 1998 have heightened the traditional 
divergence of opinion between strategists, reports Michael Peel 


T here is new year conflict 
in the ranks of those 
paid to predict the for- 
tunes of Europe’s listed com- 
panies in 1999. 

The dispute reflects the 
traditional divergence 
between the optimism of 
company analysts, whose 
forecasts focus on the 
strengths and weaknesses of 
individual businesses, and 
the more cautious approach 
favoured by equity strate- 
gists, who focus on macro- 
economic predictions. 

While the analysts' meth- 
odology has led them to con- 
clude that next year will 
bring strong profits growth, 
most strategists are warning 
investors to prepare for 
some unpleasant surprises. 

There are also differences 
within the strategists' camps 
over the degree of disap- 
pointment shareholders wUl 
face. While some warn that 
slower economic growth 
could mean that profits 
barely increase, others think 
interest rate cuts, consolida- 
tion and continued corporate 
restructuring may yet help 
corporate Europe post a 
double-digit percentage earn- 
ings rise. 

No strategist, however, is 
as confident as the analysts, 
who seem relatively unper- 
turbed by a year of economic 
turmoil. Figures from IBES. 
the research company, show 
that analysts have raised 
their 1999 earnings per share 
predictions for' Europe, 
excluding the UK, by <L9 per 
cent since December 30 last 


Most strategists think this 
increased optimism foils to 
reflect the worsening macro- 
economic environment in 
Europe. 

"The market may be 
severely underestimate ng 
the extent of the earnings 
disappointments to come 
next spring on the back of a 
severe slowdown in indus- 
trial activity,” says David 
Bowers. European equity 
strategist for Merrill Lynch. 
“Higher multiples, inspired 
by low bond yields, may not 
offset the deterioration in 
earnings.” 

Credit Suisse First Boston 
said earlier this month that 
its profits growth projections 
for continental Europe next 
year were just over half the 
analysts’ consensus forecast 
of 143 per cent 

It said its figures reflected 
the prospect of deflationary 
pressure and the likelihood 
of recessionary levels of 
growth in nominal gross 
domestic product Even the 
more upbeat strategists 
think analysts have foiled to 
take sufficient account of 
external factors that are 
likely to depress profits. 

Oil stocks are widely seen 
as over-rated, given the low 
price of oil. and bank profits 
are expected to be hit by fur- 
ther provisions related to 
foils In emerging markets. 

Some prefer, however, to 
emphasise the healthier posi- 
tion in Europe’s other big 
sectors. Mike Young, Euro- 
pean strategy director for 
Goldman Sachs, says utili- 
ties. insurance companies 


NOTICE OF RESIGNATION AND APPOINTMENT 

BOND/NOTE ISSUES OF 
JAPAN DEVELOPMENT BANK 

NOTICE IS HEREBY GIVEN Chat pursuant to (he Team and Conditions of the Bond and Note issues 
listed below. The Long-Tain Credit Bank of Japan. Ltd., London Branch, win resign from all its various 
roles, and its role as Replacement Agent will be assumed by The Bank of Tofcyo-Mitsubrehi Ltd, London 
Blanch. 


Effective Date 
1/1/99 


lssoer taw Name Fiscal Apart EffKHrc Pate 

The Japan Development Bank US$300,000300 6 7/B% Bart* Tokyotftsitfshi 1/1/99 

Guaranteed Bonds due 1999 Tost Company 

The Japan Development Bank US5200300300 10% BankoiTokyoMtstoishi 1/1/99 

Guaranteed Notes due 1996 Tmst Company 

ThB Japan Development Bar* US$150300,000 9 1/2% BankolTokyoMtsthfahl 1/1/99 

Guaranteed Notes due 1997 Trust Company 

NOTICE IS HEREBY GIVEN that pursuant to the Tams and Conditions of the Bond and Note issues 
listed below. The Long-Term Credit Bank of Japan, Ltd, London Branch, will resign from all its various 
roles, and its role as a Paying Agcm will be assumed by The Bank of Tokyo- Mitsubishi. Ltd. London 
Branch. 


lssner Issue Name Fiscal Agent Effective Date 

The Japan Devetapnwnt Bank US$300.000300 6 7/8% BankrfTofcyoJfcUbishi 1/1/99 

Guaranteed Bonds due 1996 Trust Company 

The Japan Devetopmerd Bank US$300,000,000 10% Ber*afTokyo4RsuUshl 1/1/99 

Guaratieed Notes due 1996 Trust Company 

The Japan Development Bank US$150,0003009 1/Z% BankotTokyfrMbubisH 1/1/99 

Guaranteed Noes due 1997 Trust Company 

All fimher presentation of coupons and/or Nates should, following the effective date referred to above, be 
presented for payment at the offices of the other existing Paying Agents, or The Bank of Tofcyo-Mitsubishi, 
Ltd.. London Branch. 12-15 Finsbury Grcus, London EC2M 7BT (Custody O pera t i o ns Department), os a 
new Paying Agcm. ^ 

raff Bank of Tokyo-WtsobisU Trest Company 

as Fiscal Agent 

Dated: December 31. 1998 


FINANCIAL TIMES 
Conferences 


“Great Minds 


Providing direct ms and 
senior executives with an international 
forum to forge new contacts, 
exchange idc**, from 
competitor experience and hone 


BANK FUR ARBEIT UNO 
WJRTSCHAFT A.G. 

(tnc up an1^anS nltoMtj «iftB«at 


U.S. S75.000.000 
Subordinated Floating Rate 
Notes due 1999 
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subsidise kerosene. Diesel is 
thus for less expensive. 

The standard petrol ver- 
sion of the car has been 
priced between the Maruti 
800 and the Zen, at around 
$64.00. Tata has also priced a 
diesel version of the Indica 
slightly lower than the stan- 
dard Zen. 

This autumn. Korean 
rivals Daewoo and Hyundai, 
each unveiled their *own 
small cars, which compete 
directly with the Zen. With 
more competition at the 
higher end of the small car 
market, dealers say Maruti 
is looking for growth by 


making its cheapest car 
more accessible to first time 
buyers. 

From February. Maruti 
will have the capacity to pro- 
duce an additional 100,000 
cars a year. Officials said 
this would be dedicated 
mostly to producing Maruti 
800s and Zen. 

In November, Maruti was 
forced cut production, and 
reduced its casual labour 
force by nearly 20 per cent 
due to a slump in sales. 
However, with the price cut, 
Mr Bhaskarudu said he 
expected volumes to 
increase. 


Analysts? consensus earnings growth forecasts for 1999 
FWSffiraiM5(ainwf%iyoi«N - 
^ Rxecaat a ayizA997 Bi Rrccaaai 30/12/1998- 


EuopeesUK 


and pharmaceuticals groups, 
which together account for 
about a third of the conti- 
nental European market by 
capitalisation, are all in rea- 
sonable shape. 

He says that fundamental 
strength, combined with 
efforts by central banks to 
ease monetary policy, TT ”** >ri<t 
that the analysts’ case is 
only marginally overstated. 

“The near-term numbers 
have been pretty awful," he 
says. “Hut if you look at the 
long-term effects in terms of 
interest rate cuts, by later 
next year life begins to look 
a lot better* 

Another reason for opti- 
mism, say some, is that 
many European companies 
have in the past two years 
carried out restructuring 
programmes that will 
enhance profitability. 
Research by Dresdner Klein- 
wort Benson suggests the 
proportion of businesses tak- 
ing restructuring charges 
rose from about 12 per cent 
in 1996 to more than 20 per 
cent last year. 

Many strategists think the 
effects of this shift will soon 
become apparent. “The 
downturn is the first real 
test of the restructuring 
story in Europe.” says Ian 
Harnett, director of Euro- 
pean strategy for BT Alex 
Brown. “If they [companies] 
haven't got leaner and mea- 
ner in the good times, they 
are going to find it much 
more difficult now” 

There are disagreements, 
however, about the likely 
consequences for corporate 
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earnings. Dresdner Klein- 
wort Benson says careful 
study of operating margins 
among US non-fmancial 
businesses reveals no con- 
clusive evidence that 
restructuring results in a 
consolidated rise in profit- 
ability. 

T hat view is supported by 
academic research, says 
Richard Davidson, Euro- 
pean equity strategist for 
Morgan Stanley Dean Witter. 
“It shows that the restruct- 
uring charge that is taken is 
as big as the gains in future 
productivity," he Bays. 

He nevertheless argues 
that restructuring is still 
beneficial, particularly for 
companies that need to keep 
prices low in order to com- 
pete in cyclical markets. 
Cost cutting and production 
Improvements often save 
companies from becoming 
less profitable, even if they 


do not actually enable thiwn 
to increase gaming s. 

However, problems arise if 
analysts ignore this subtlety 
and load their forecasts with 
unrealistic predictions of 
higher profitability. “We are 
not negative on restructur- 
ing," says Alexander Ions, a 
European equity strategist 
at Dresdner, “but in a num- 
ber of European sectors we 
think the effects of restruct- 
uring may have been 
wrongly priced.” 

Now that an economic 
downturn is widely pre- 
dicted. most strategists see 
cuts to analysts’ forecasts as 
inevitable and necessary. 

One strategist says that 
the forecasts are generally 
regarded by his profession as 
“a bit of a joke". He says: 
“Throughout history they 
always have been higher 
than they turn out to be and 
higher than what strategists 
tell you they will be.” 


Hungary 
injects 
Ftl52bn 
into bank 


By fester Eddy 
bi Budapest 

Hungary yesterday approved 
a capital injection of Fti52bn 
($703m) to recapitalise the 
troubled Postabank, the 
country’s fifth largest com- 
mercial hank 

The injection, consisting of 
Ft20tm in cash and Ftl32bn 
in state bonds, will give the 
state almost total control of 
the bank and enable it to 
remain solvent in the wake 
of expected losses of some 
FUSSbn this year. 

The move came as the 
bank’s new management 
accused their predecessors of 
Intentionally manipulating 
figures. 

Under the deal with the 
government, Postabank will 
also transfer a portfolio of 
non-performing assets with a 
book value of Ftl53bn to a 
state-owned company at a 
70 per cent discount. 

This portfolio will carry a 
state guarantee of Ft71bn, 
raising the potential cost of 
the state bail out up to 
Ft223bn. 

Postabank, founded in 1988 
as a' private bank but par- 
tially owned by state Institu- 
tions. was headed until 
August by what nfflcmis at 
an extraordinary general 
meeting yesterday described 
as. a “one man show”, an 
a pp a rent reference, to former 
chief executive Gabor 
Princz. Mr Prints enjoyed 
excellent relations with the 
former governing Socialist 
party. 

A statement issued by the 
new management, which 
first took control of the bank 
last August, accused the pre- 
vious TnSnagpmpnt of inten- 
tionally constructing a “lab- 
yrinthine organisation* and 
of “manipulation of data”. It 
said they had pursued a pol- 
icy of “growth at aD costs”, 
which resulted to state-bail 
outs and aid worth some 
Ft60bn under the previous 
regime. 

The meeting approved a 
revision of the 1997 audit, 
which raised the banks 
unconsolidated losses from 
FtlZbn to Ft30bn. 

The bank's auditor, 
.Deloitte and Touche, said 
the Ftl8bn increase in losses 
resulted from a guarantee 
provided by Postabank 
which required provisions, 
and -which the former man- 
agement did not reveal at 
the time of the original 1997 
audit 
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Indonesia sees $600m for 
sale of Indosat stake 

Indonesia’s government hopes to raise S500nv^600m by 

12 per cent of international tetecommurew- 
ffJmpany Indonesian Satellite (todoeajto foreign 

Abeng. state ^J 8r P r ^ r ^^wLha 
The government would retain 51 per «*vtof kKtossU* 
said. Before the sale, Indosat will issue new shares repre- 
p£ Cl tettiww 

Mr Abeng said. Indosat has 1 . 04 bn paW-^jan»7J» 
government has a 65 per cent state m 
also feted In New York- This month s harehoWws^roved 
a plan to Issue 54.5m new shares and convertible bonds 
equivalent to 54.5m shares in early 1999. 

Indosat is one of 12 companies inducted m the first 
wave of Indonesia's IMF-mandated privatisation pro- 
gramme. The government had previously planned to sell 

st pk ^g in all 12 by end- March 1999. But the programme 

was scaled back and Indonesia now expects to sen stakes 
in seven companies by March. Reuters, Jakarta 

VEHICLE MANUFACTURING 

Renault, Mitsubishi in talks 

Mitsubishi Motors, the Japanese car and truck group, is in 
talks with Renault to supply the French car manufacturer 
with highly efficient, low-emission petrol engines, accord- 
ing to local press reports. Neither company could be 
reached for comment because of the new year’s holiday. 
Such a deal would give a boost to Mitsubishi, which has 
been struggling to improve cash flow after suffering mid- 
term losses of Y18.3bn this year. 

Renault wiU become the second European carmaker to 
use Mitsubishi's GDJ engines, which the company claims 
are 35 per cent more fuel efficient than comparable 
engines. Mitsubishi has a contract to supply Volvo, the 
Swedish car and truck group, with GDI engines in a ven- 
ture established in 1991. Alexandra Harney, Tokyo 

FINLAND 

»*H» I » ■»»> 1 11-- ~i ,,,, -»>■■>■— w—mwaiB ■M« l Mi*h<iiN«ii 

Raisio plans shake-up 

Raisio, the Finnish manufacturer of the anti -cholesterol 
margarine Benecoi, announced a divisional reorganisation 
ahead of its US launch of Benecoi next year. The company 
said its two starch op e rations would be incorporated as 
separate companies. Raisio shares dosed down FM0.40 at 
FM55, compared with a 12-month high of FM108. 

Thn Burt, Stockhohn 


GERM ANY 

Viag lifts Goldschmidt holding 

Viag, the German industrial group, said it had increased its 
stake in Goldschmidt, the speciality chemicals business to 
93.1 per cent Munich-based Viag, which last month 
announced a merger with Alusuisse of Switzerland, said 
the move was a further step towards strengthening its 
chemicals business within a re-focused group. 

- Financial terms for the deal were not disclosed. Viag 
increased its stake in the privately-held company through 
the acquisition of nearly all the shares in an intermediary 
holcfing company, ThG Vermogensverwaltung, which in 
turn held 33.35 per cent of Goldschmidt capital stock and 
40.41 of the company’s voting stock. Separately Viag is 
thought to have additionally purchased just over 4 per cent 
of Goldschmidt cafatal stock from one of the company’s . 
private shareholders. Before yesterday's deal Viag held 
56.23 per cent of Goldschmidt's capital stock. 

Frederick Studemann, Bonn 
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NOTICE TO BOND AND NOTE HOLDERS 

Notice is hereby given for the following issues cteu Fiscal Agon / Principal Paying Agcor / Agent Bank bave 
dunged from The Long-Term Credit Bank of Japan, Limited (London Branch) to lire Industrial Bank of 
Japan (Luxembourg) S.A. 6. Rue Jem Moonet, P.O. Box 68, L-2010 Luxembourg ffid (332) 421617 r l Fax 
(352) 421617-488/499 THcx 1289IBJLXLU with effective from 31- December 1998. 

1) The Industrial Bank of Japan (Luxembourg) S-A. is appointed as the Agents. The Industrial Bank of 
Japan, Limited London Branch is appointed as the Process Agent -, 

The Hyogo Bank International Finance N.V. USD 130,000300 Subordinated Floating Race Notes due 
2001 

New Japan Radio Co„ Ltd. USD 20.000300 Floating Rate Notes due 2000 

NKX Corporation JPY 13,000300.000 630 per cent. Reverse Dual Currency Notes cbe 2001 

NKX Capital of America. Inc. JPY 6300300300 535 per cere. Notes doe 2003 

NTT Mobile Conmmni cations Network Inc. JPY I030Q30Q300 ?-20 percent. Bonds due 2003 

2) The Industrial Bank of Japan I Luxembourg) S A. is ap p oint ed as the Agent. The Industrial Bank of Japan, 
Limited London Branch is appointed at the Process Agenr and the fttjTpg Agent.* 

Sumitomo Metal Industries, Lid. JPY 30300,000300 7 1/8 per cent. Bonds Due 2001 

3) The Industrial Bonk of Japan (Luxembourg) S-A. is appointed as the Agent. The Industrial Bank of Japan. 
Limited Loodon Brandi is appointed as the Process Agent and die Replacement Agent : 

Japan Airlines Company, Ud. JPY 10300.000.000 4 per oenL Notes due Octdxr 2000 

Dated :31st D ece m ber 1998 /The Industrial Bank of Japan (Luxembourg) S.A. 
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lb ow shareholders. 

We have fee honour to invite you to attend the 

ANNUAL GENERAL MEETING 

of shareholders of cor Company which wiO take place at the registered office 
of the fend 00 January 8. 1999 u 3:00 pjn. for the purpose o< considering and 
voting upon the following agenda: 

l- Submiaatxi of tbe Reports of ihe Board o( Directors and of the ladepcndem 
Auditor. 

2. Approval of the Statement of Net Asses at September 30. 1998 an drfibe 
Statement of Operations for the year ended September 30. 199&; 

3. Allocation of die act resales at September 30. IW8; 

4. Discharge to the D fr petore ; 

5. Statutory Appointments; 

6. Any other business which might appropriately be presented for 
consideration. 

Resohitiom on the agenda of die annual meeting will requite no quotum and 
will be taken at the majority of the votes expressed by the sbareboWw msm 
or represented at the meeting. 

THE BOARD Of DIRECTORS 


CONTRACTS & TENDERS 


A 


ATHENS 2004 ■ 

999 

ORGANIZING COMMITTEE 
FOR THE 
OLYMPIC GAMES 
ATHENS 2004 S.A. 

ANNOUNCEMENT OF THE EXTENSION OF 
THE DEADLINE FOR THE SUBMISSION OF 
THE EXPRESSION OF INTEREST FOR THE 
POSITION OF UP TO TWO (2) TECHNICAL 
CONSULTANTS for Projects of the Olympic 
Games of tbe year 2004. 

The Organizing Committee for toe Olympic Games 
Athens 2004 S. A. announces toe extension erf the 
deadline from toe 15* January 1999 io toe 25* January 
1999, 14:00 pMj., for the submission of applications 
concerning too expression of interest for toe position 
of up io two (2) Technical Consultants for the Projects 
of toe Olympic Games of toe year 2004, as it appeared 
in toe Official Journal of toe E.C. (S 241, page 229, 
12* December 1998). 


Notification 

regarding the 

5 *A% Bearer Subordinated Mandatory Convertible Notes of 1997/2002 
with mandatory conversion at maturity into ordinary bearer shares of 
Daimler-Benz Aktiengesellschaft 
(WKN 350 34 O) 

** mCI9er 88 per 21, 1998 between DaimlerChrysler 

£r'2 uTt9art company and Daimler-Benz Aktiengesellschaft. Stuttgart as 

transferor conwanv. Dalm terChru«fm- an r « . .. 83 


- 

- If the conversion price (average of the official quotes on the FranM»r* c*_ ■ m . 

during the 20 trading days immediately preceding JuL 8 Exchan 9 B 

DM 0.10 according to the generally accepted rites of rouS^lTo ^ th * nearest 
DM 15037 (adjusted highest conversion price) 0.8G631 ° f W 

- if the conversion price is less than DM 15037 but Greater riLn n.i „ 

lowest conversion price) the number of shares that resulTfrn^ ?! - W (adjust0d 
by the conversion price, or from ft ® tovlsron of DM 130,70 

- If the conversion price is smaller or equal to DM 104.M. 1 2BE25 sha 
The shares to be issued for the DM Mandatory Convertihi* w 

taken out of conditional capital of DaimlerChryster AG ^ N * 1997/2002 will be 

Apart from this the Terms and Conditions of tho 

ible Notes of 1997/2002 will remain effSthJfor^"* 8 ^ ** DM Maftd **»Y Convert- 
new loan debtor. for and asamst DaimlerChryster AG as the 


LvN; it; . 


Stuttgart, December 1998 
DaimlerChryster AG 
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lifts Goldschmidt holdinj 


Pemex 

tackles 

petrol 

bandits 

By Andrew Downfe 
In Mexico City 

Petroieos Mexicanos 
(Pemex), Mexico’s national 
oil company is to Increase its 
policing budget by 30 per 
cent in 1999 as its ducts 
come under Increasingly fre- 
quent siege from organised 
gangs and its pipes are beset 
by petroleum bandits. 

The number of known 
attacks on rural pipelines 
increased by 33 per cent to 
237 in 1998, said MrCutberto 
Azuara Pavon, manager of 
Pemex's pipe transport divi- 
sion. This cost the state 
monopoly an estimated 7bn 
litres Of gaanlinp and dieseL 
Bach theft costs Pemex 
between $100,000 and 
$900,000, Mr Azuara added. 

Pemex expects to spend at 
least $i 0 m this year combat- 
ing the thefts, in part Try 
adding 65 new patrol offi- 
cers, guards and other spe- 
cially trained personnel 

The company is also 
studying several hl-tech 
ways to beat the bandits, 
including the use of special 
devices inside the pipes that 
alert authorities of ruptures, 
and reconnaissance planes 
with, infra-red technology to 
identify night raiders. 

Mr Azuara said that of the 
registered attacks, three 
quarters took place in those 
sparsely populated central 
and southern regions 
through which a large num- 
ber of Pemex’s ducts run. 
Some of the thefts are car- 
ried out by highly organised 
gangs driving tankers, while 
others are opportunist 
crimes that occur when the 
pipes split or break. 

Although the robberies 
cost Pemex between US$1 Dm 
and US$15m each year, a 
greater worry is “the poten- 
tial consequences", Mr 
Azuara said. "These acts put 
everyone in danger. The 
people who live near where 
the thefts occur are put at 
serious risk." 


■ COMPANIES & FINANCE 

ENGINEERING FINNIS H GROUPS PROD UCE P ROFITS LOWER THAN E XPE CTED AHEAD OF MERGER j__ 

Orders tumble at Valmet and Rauma 


By TTm Burt in Stockholm 

Valmet and Rauma, the two 
Finnish engineering groups 
planning a. merger to create 
one of the. world's largest 
forestry equipment compa- 
nies, yesterday announced 
weaker-thaxt-expected 10 - 
month profits amid volatile 
international demand for 
paper-making machinery. 

Both companies, publish- 
ing final figures ahead of the 
merger, saw orders fall 
sharply in the period to 
October 31 following delayed 


investments by pulp and 
paper customers and 
reduced sales In Asia. 

That contributed to a 17 
per cent fan In pre-tax prof- 
its at Valmet, which blamed 
falling orders for profits 
down from PM77dm to 
FM644m in the first 10 
months of the year - even 
though sales were virtually 
unchanged at FM9.44bn. 

Rauma saw pretax profits 
fall from FM53lm to FM524m 
in the same period an turn- 
over down from FM&BSbn to 
FM8A9bn. 


Falling order Intake from 
pulp and paper producers, 
particularly in emerging 
markets, was one of the 

roafn factors behind the deci- 
sion by both companies to 
merge. 

Yesterday, Valmet sig- 
nalled the scale of the 
riacirnf* by . announcing a 23 
per cent fall in its order book 
to FM6-I4hn. Rauma said its 
order book had declined 
almost 26 per. cent to 
FM2.67bn in the first 10 
months of the year. 

By pooling their 


operations, the companies 
expect to achieve annual 
synergy benefits of FM400m 
a year - by exploiting an 

enlarged sales and distribu- 
tion network and by eradi- 
cating administrative over- 
lap. 

Earlier H+ic month, a simi- 
lar cost-cutting drive helped 
persuade Evaerner, the 
Anglo-Norwegian engineer- 
ing and construction group, 
to merge its pulp machinery 
operations with those of 
Ahlstrom. the Finnish paper 
and. engineering company. 


Cahouet ushered in a decade of change 

As chief executive of Mellon Bank leaves, John Authers looks at his influential career 


I f anyone sums up the past 
10 years in US banking, it 
is probably Frank Cahouet, 
who stands down as chief 
executive of Pittsburgh’s 
Mellon Bank on January 1 
after a tumultuous career. 

Before joining Mellon, he 
ran Fannie Mae, the Federal 
National Mortgage Associa- 
tion, which has revolution- 
ised US mortgage lending in 
the past decade, and Crocker 
National Bank. 

He took over at Mellon in 
1987 at a time when the bank 
was ailing from serious hart 
debts stemming from unwise 
loans to real estate 
developers and to Latin 
America. 

He has supervised a drive 
away from corporate to con- 
sumer banking, and from 
traditional lending towards 
lines of business which gen- 
erate fees, such as custody, 
c ons ultancy and fund man- 
agement 

While other US banks 
have licked their wounds 
after ill-thought oat foreign 
expansions, Mellon has also 
quietly converted itselT into 
an international company. 

And during the year when 
the long-heralded "end 
gamp" of US hank mergers 
finally took place, Mellon 
was involved in the. two big- 
gest deals which did not hap- 


pen even though they had 
found their way into the 
public Awnwln 

These were Mellon's SlSbn 
bid for Philadelphia-based 
CoreStates Financial, which 
it eventually withdrew, and 
the enormous offer of $24hn 
for Mellon by Bank of New 
York, which Mr Cahouet 
rejected over howls of out- 
rage from corporate gover- 
nance activists. 

He remains unrepentant. 
Many traditional staples of 
commercial banking were 
becoming "commodity” busi- 
nesses, with low profit mar- 
gins to match. "It used to be 
-that mortgage banking was 
a very personal business. ” 

He was also relatively 
uninterested in the huge 
commercial loans In which 
Mellon used to specialise. 
“There’s not much joy in 
making $6bn loans. The 
money market can always 
teat you." 

So Mellon made a heavy 
shift in emphasis towards 
consumer ' banking, while 
investing in businesses it did 
not think could be commodi- 
tised. 

Its 1994 acquisition of 
Dreyfus, one of the beet 
known -US mutual fund 
groups. Is still the biggest 
fund management acquisi- 
tion made by a commercial 


bank, and means that Mellon 
still leads US banks in 
mutual fond sales. . 

Mellon also ranks in the 
top five global custodians, 
seventh in benefits consult- 
ing, and seventh in all 
investment management. 

Internationalisation has 
proceeded steadily, rather 
than by making dramatic 
gestures like Deutsche's pro- 
posed acquisition of Bankers 
Trust. 

“We are organised on a 
product line basis, and we 
believe in matrix manage- 
ment" 

T hus he waited for man- 
agers of individual divi- 
sions to come with pro- 
posals for expanding. Both 
fund management and cus- 
tody were businesses where 
it -was difficult to hold on to 
large clients without taking 
on international capabilities, 
and so they were given the 
green light to make interna- 
tional acquisitions. 

"It happened quite natu- 
rally from the grass roots." 

Hence Mellon has made a 
series of joint ventures, and 
relatively small acquisitions 
- such as its purchase of the 
UK’s Newton Investment 
Management 

He has no regrets over 
either of the big bids which 


Valmet, meanwhile, said it 
would create “a globally sig- 
nificant" - engineering 
and process automation com- 
pany by merging with 
Rauma. Neither company, 
however, gave any details on 
the likel y future of non-core 
assets such as Valmet’s auto- 
motive assembly operations 
or Rauma's rock crushing 
division. 

Of Valmet’s five operating 
divisions, its car assembly 
business was the only one to 
report a higher operating 
profit, although the com- 


pany did not strip out its 
exact contribution. Rauma 
did not publish any divi- 
sional profits. 

Under the terms of the 
merger, Rauma shareholders 
will receive 42£ per cent of 
the enlarged group and Val- 
met investors the balance. 
The combined market capi- 
talisation is expected to be 
about FM7bn. 

In the first 10 months of 
the year, earnings per share 
at Valmet fell from FM7.32 to 
FM539 and at Rauma from 
FM7.03 to FM6A9. 


got away, however, saying 
that being any bigger than 
Mellon's current size (it 
ranks 21st in assets among 
US banks) is “not particu- 
larly attractive". 

He pursued his interest in 
GareStates (which was sub- 
sequently bought by First 
Union of North Carolina for 
$I7.lbn) despite his reserva- 
tions about scale. 

“We had something in our 
mind when we went after 
CoreStates. We had an 
important part of the market 
that they were in, and we 
saw cost savings coming 
right out of it. They had a 
very good customer base, 
and we saw our ability to 
augment it," he said. 

When BoNY made its 
“bear, hug” bid - it publi- 
cised its offer price but 
never made a tender offer for 
shares, waiting for share- 
holders to put pressure on 
Mellon's management - Mr 
Cahouet responded within 
minutes by rejecting the 
offer, and launching a law- 
suit. 

Bony’s offer followed the 
failure of protracted negotia- 
tions to agree a friendly 
merger of equals. 

According to Mr Cahouet 
"They came back to us, and 
that exacerbated the situa- 
tion because in order to do 



Frank Cahouet supervised the drive towards consumer banking 


the deal it greatly magnified 
the amount of costs that 
were going to come ont. 
There were a lot of busi- 
nesses where we didn't over- 
lap and it just wasn't going 
to work." 

Some analysts differed 
with this analysis, and there 
were complaints that Mellon 
shareholders had eff ec ti v e ly 
been disenfranchised. 

But Mr Cahouet points out 
that the board was elected 


by the shareholders. And he 
can also point to longer-term 
reasons why Mellon's share- 
holders should put some 
trust in him, 

“If you bought $100,000 in 
Mellon stock in January 
1990, it would be worth more 
than $lm today. 

"We are number two in 
terms of total return to our 
shareholders since 1990 out 
of the top SO American 
banks." 


Iraqi 
clashes 
buoy oil 
prices 

.... 

By Carolfaw Fossey in London 
and NBdd Taft In Chicago 

Oil's February benchmark 
contract fell 30 cents to 
$10.31 a barrel in early trad- 
ing on the International 
Petroleum Exchange yester- 
day. Mild weather in north- 
ern Europe and a global 
oversupply kept prices low 
although news of a second 
clash this week between US 
and Iraqi forces helped the 
price to rally to $10.40. 

Brent averaged $13.37 a 
barrel in 1998. down from 
$19.30 the previous year. 
This Is the lowest average 
price since 1976. 

There was a little cheer for 
beleaguered US hog fanners 
yesterday. Futures prices 
rallied at the Chicago Mer- 
cantile Exchange in the 
wake of Tuesday afternoon's 
quarterly report on hogs and 
pigs from the US Depart- 
ment of Agriculture. 

This shows the US hog 
invert torj 1 has fallen about 2 
per cent between September 
and December, with the 
number of hog operations 
down by a fifth on 1996. 

Analysts said the report 
indicated the industry was 
in full "liquidation mode", as 
fanners leave the industry in 
the face of the lowest cash 
prices for SO years. "This is 
the signal we’ve been 
looking for - It's going to 
give optimism to the coun- 
tryside “ said Mike Downs, a 
Door trader. 

Opinions differ on whether 
current high slaughter rates 
- running at more than 2 m 
head a week since Septem- 
ber - will persist. Most ana- 
lysts expect them to remain 
high in early January. 

At the CME. near-term 
futures were showing gains 
of more than one cent/lb, 
with the February contract 
up 1.125 cents, at 33.425. 
j while the June contract 
added 2 cents, at 49.75. 
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COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 

{Prtoas from AnafcHnlgd Matai Trafirtf 
in m— r, «7 Punmr g par tm| 


Oete 124W 

Proton IMS* 

HtyMow 

mma 

Knit don 

Open taL 31DJ54 

TeU t* uwwr ...38£Bt 

■ auwwun «urr is per mm) 


Cart Snttn 

1243-4 13484 

1248-3 - . 1237-8 
1257/1249 
1245-43A T2S2-KL5 


Om 

Prerinn 

Nglto 

Ml OffcM , _ 
fort dose 

open mt 

TDM unmr 

■ lamffperlnnnB) 

Chne 
Proton 
Mtfrtw - 
AM OOCM 
Kart don 
Open n. . 
MM|Umr 

■ MCKH. (S par mud 


1028-33 l OHMS 

1040-45 1070-75 

1068/1060 
1028-32 - 1063-0* 

10S241 

7,255 

2220 


Prectous Metals continued 

■ acuniaMEX poo Tny ia.- y&py • 

Mt 0*j*» Open 

- - .. prim rtap Mtyi lew VU tat 

frt 288.1 '+U> 289.1 287.1 16,473 09.505 

Apr 2G0.1 +1A 2989 288LG 286 22.128 

Jn 291 A ♦1.0 292J 2314 12518705 

Jtag 2388 ♦lO 2945 2385 103 8*12 

Ikt 2983 +1J) 2388 2983 - 2336 

D*E 2989 +1J> 297.0 298B 33 12J58 

Total 183a«jM 

■ Pt/ftoOII HYMEX (3>TTOy nt; fcTfjf nzQ 

mA +i8 382J0 357J 2.1 SB 8062 

Apr 3689 +8B 365J0 380 l1 4,163 8®1 

■M ‘ 3884' +18 • - 2S 639 

Oct 3687 +4J9 3685 3628 5 1J»4 

Ttlal «W 18*68 

■ W81A0— jHMBt Q0OTKyqL;Wroi wj 

Mar 327JB5 +230 33000 3Z7JI0 143 8673 

JH ,321J5 +2J0 - - 5 00 

Smp 81895 4130 - - 127 

TIM 145 2*1 

M S8VE6 COB f5i*D Troy DLi OeBflW Bl 

Jan SOU -1-0 5Q3J) 497.0 - 55 44 

Mar 5685 - K»S 488518«4 -51 ^61 

Itay 5089 - 3180 504 il 331 8562 

M 5082 +81 5180 5075 50 8394 

- Sap 5114 +81 512J> 5080 1 1JS77 

Dec 5184 +81 5180 5180 12 8965 

ratal 18M TSMT 


GRAINS AND OIL SEEDS 

■ WffiAT UTT pro times fpn rantf 

Salt Dafa Open 

pries, eftanga- Htf> In W tat 

Jaa 76# +825 7890 7890 19 620 

Mar 7830. +855 7830 7800 10 3,054 

May S825 +OSJ 6825 8800 20 3^24 

M 822S -tfifll - - - 330 

'SBp 6835 +850 - ■ - - 124 

Ha* 32.00 +850 - - - 1^16 

Total 32 8JH7 

■ WBCTCBT|5jantai«tacnMaottartrt 

Mar 27800 -5L75 261.75 27500 4^28 T\JSX 
Mar 28B5D -8^231 00 26850 392 11^82 

M 295JD -5.75 30100 29500 1,506 29083 

ftM 30800 -500 30825 30809 149 IjfflS 

Dae 32BOO -400 32850 32000 67 1,711 

TON 87361X8311 

M MIZE C8T BOOH tc mg camSSft tana* 

Itar 213J0 -825 21850 21X00 18517175.135 

MW 220J5 -4.75 22825 22000 3.744 51014 

U 22725 -450 23150 227.00 2200 58203 

Sap 23425 -400 23800 23400 560 18565 

Dae 24800 -850 24350 23850 1/165 Z7036 

Mar 24725 -350 25000 24700 87 1058 

TON 3BJB5330542 

M BAMEf UFE poo tarn: 2 par unci 


Cknt 3965-95 4050-60 

Pnton 3885-95 395M0 

MgMow 417573040 

AM Offlctal 4015-30 4060-70 

Kart etaw 4180-90 

Open ML B8400- 

Total MAr IwnoRr 13591 

■ TMgpef teraej 

OM - - - 515565 5160-70 

Proton 514W0 SWffl 

MMnr 57705160 

Alt OMcM 515MI5 5165« 

fort das 516M5 

Opm IPL 20,607 

TONI MW tnmowr 2284 

M me, apcetaTMph proria ff ptr tennei 
Ona 9185-205 937-6 

Proton ‘ 834-5 

MAW 9571932 

AM DOWN 93W BSMO 

Kert Ckm 9B-7 

Open m. 82057 

1oW M4 Know 22253 

■ BWg.gatoAffpgtoCM) 

Oate 146M . 148fr7 

PTOton M96-7 106-7 

iirti fl mi 1515H490 

jSoneW 1475J-76 15054)6 

Kero dma 1490-1 

Optnbi 

laWdMrttnanr S5JS3 

■ LME AM Ert cart 1A729 

tME Clcalnp EM nrte 1-6828 

fet LB84 3 MC 1«M « i-Wt 9tN* l«5 


ENERGY 

M C8IME 08 NTMEX n JOO hawto Stonj) 
Ltolt Da ft 


50B2 

1 1277 

JM 

7720 

4025 

- 

- 

- 211 

5180 

12 5265 

MK 

7825 

- 

- 

- 

- 521 


13232 75 MT 

to 

7850 

- 

- 

- 

42 



S*P 

7850 


— 

- 

23 



NM 

8850 


— 

— 

45 



TOW 





- 884 


TOWN 

M 1124 -806 11JH 1123 35,19* 108k 

Mr 1124 -806 1100 1126 H076 592*2 

Apr 12.06 -80S 1216 .1128 4.735 32*63 
Map 1221 -811 1224 12.15 1231 23227 

Jn 1226 -806 1228 1238 1200 25201 

JM 1226 - 1229 1227 2277 21.290 

TaM 71JB0CT286 

M qnretrtTE(S/tamr> 

6pn n»»*a Opn 

prba etanm Ugb Lew W W 

Fob 1840 -021 1026 1031 18210 78731 

Hr 1855 -813 1867 1846 6217 43210 

Mr 10J5 -812 1023 1027 2291 18363 

Urn 1894 -814 1121 1889 1275 13209 

Jn 11.17 -812 112* 11.10 VBB 39274 

M 1122 -818 11.43 1121 581 0258 

ratal to to 

M,«»TM08NYIBt*anM0Silto;i^grtJ 
Latoat 

. . taka omasa Ugh Law W W 

Jn 3220 -843 3325 3220 17.481 13282 

Ml : 3878 -827 34.16 2840 18739 SSJKB 

Hr 3425 -022 3420 3420 2255 24212 

Apr W-6S -817 3425 3440 '1,165 16294 

May . X2D .-022 35.1 D 34-78 652 102*4 

Jn 3525 -807 85.75 3520 932102 97 

Tuna 38225170268 


■ MOM QHAPECBHW (COMBO 

SNt 0*fk • < S! n 

pika eiaitta Mo*> IM WM « . 
jn • 6800 -875 6620 6620 999 3/48 

frt 66.45 -020 6725 6845 542 22K 

tar 6020 -4LB0 68.40 68.70 14.458 *3259 

Apr 6725 -875 6825 6825 « 12W 

am 67.75 —075 682S G7JB0 3Z7 8B52 

- «•» ^ 

PRECIOUS METALS 

■ 12NDM HJUiW MAMET 

Fricaa WPW By W M 

BMTnfM *Ptoi -E mt* 5ft «M» 

pfff Z6720-286M 

JgJJfc “SS* 1712S8 

£to M - 28720 1T2.1B1 

PW*M«W . 

InolrtiMtotfcMUodtaBMtoflbaSfl 

ito* is V 'SSa'rziila 

l mom — WBWrts 

paw* 

30848 SB320 

SMrUMhoWM • '• 

1 month -4-« 

2 nontae 231 

3metatn. 

tart 5 1BC8 

SJSrol 298=94 W? 

SSmnrtrt 67-71 


ipiKMteaj 

Satt Dafa 
ptatoti.iVi 

9625 - H&7S 9520 

98.75 +025 9800 9820 
10850 +825 10850 9875 
10220 +025 10225 10120 
10420 +8S 10*25 10420 
10020 +825 10625 10620 


Vo! tat 
7216 34234 
1201 26.137 
1,488 14208 
435 9298 
- 199 4267 
196 11290 
12800*40284 


1 noirt « 
ioam- 

3 marts ~ 
Stow Fh 


Jn 810 

Mi 825 

Apr BIO 

JH 615 

Da 915 

Total 


m NATURAL 'BAS JFE [UDB ttW4 jW * W 
M 11230 -0270 12JQ0 11230 : 825 8190 
Mr 18500-8100 1020018450 175 

Total 38440 

M MnURAL 6AS MYMB 00200 Mftoi IftweBlui 
. ubrt Oayta Oft" 

taka cm ugh im w tat 

M 1260+8099 1290 1.7K) 26^1248237 

M« ' 1270 +8071 1276 1790 8278 27J17 
An 1250+8053 1250 1.790 8167 17^58 
mr ' 1265+8033 3265 .1220 2 J7B 122 7* 
Si . 116, 5 23 221 , 6 86 


; ineanHi rkhuk 

IfflMXMZJOOUSartueflJSB^ - - - 

• lint Oaf 

price chart Mrt Up! tap 

n 3420 -8» ».70- 342615221 62» 
l 38.10 -8*4 3625 3525 12288 33208 

V 3720 -830 37 JS 3840 3,102 18» 

W . 4020 -847 4825 4810 2^11.14247 
1 41 © -044 41 3D 4825 204 JBWB7 

? 4160-048 4120 4120^^7 


SOFTS 

■ COCOA UFTEflP knew Btannei 

San Deri Opn 

_ .pika chart Hgi Una Vol W. 
Dec- 902 +39 S79 882 1 106 

Mar 902 -A 900 899 1356 58777 

Mw 923 -1 929 920 818 28249 

Jot 944 -1 949 942 118 12208 

Sep 964 -2 965 959 245 28177 

On 967 -1 993 983 198 16267 

Total 2335 KB/U 

M COCOA CSCE qo tomn; SnannaN 


MEAT AND LIVESTOCK 

M LIVE CATTLE CME WJOOfcK cartartn) 
Sett Day's 

Prim ctaHjQB Utah IM 1M 
Dae BT225+UJ25 61200 61JOO 529 

Fab 68475-8125 61200 00075 4.342 

Apr 62275-8100 B3.70Q 62200 1,773 

Jn 82225-8100 83225 62200 1291 

Art 63200-8100 64200 63225 269 

Oct 65.425 +0300 65200 64225 150 

Total 8^17 

M LBW HOGS CME (40200811; caMMM 


JOTTER PAD 


to 

MW 

-18 

raw 

1376 2254 38736 

fU 

33250+0850 33200 383S0 3292 

17251 

to 

1388 

-19 

1408 

1396 

554 16279 

A9T 

37.825 -.1.025 38800 37200 1281 

9,763 

JM * 

1421 

-17 

1422 

1421 

46 5218 

JM 

48325+1275 48750 48900 1209 

6772 

to 

1446 

-17 

1455 

1445 

20 4242 

JM 

52225+1275 52350 51.250 475 

1765 

DK 

1476 

-17 

1493 

1493 

18 5281 

Art 

S42Q0 +1J700 54300 58600 525 

2296 

Mar 

1509 

-15 

1520 

1520 

15 8228 

Oct 

55200+1200 55200 5*350 350 

2315 

TOW 





8306 75239 

TOM 

7JK 

442B 


H COCOA pcca (SOfftowiri 
DM 24 ftfca 

Defly 105120 

M COFFffi UTE (5 BTOto Sta«#| 


Jn 

1875 

+18 

1880 

1048 2267 9262 

to 

1815 

+22 

1820 

1785 2323 25,447 

to 

1758 

+41 

1760 

1733 391 7208 

JM 

1739 

+21 

1713 

1708 17 1283 

to 

1723 

+21 

+ 

- - 684 

Now 

TOM 

1707 

+21 

— 

- - 253 

8501 44 J01 


M SOVABEJBB C8T tSJCOtai mta toMMta hatbet 

Jin 53&2S -850 54325 E3800 182D3 24239 

Mar 54220 -520 54725 541 J5 16,791 57227 

May 54820 -575 S320 54720 3J77 17215 

M 55325 -525 55720 55320 3282 23243 

Aag 55420 -A25 S5720 554.00 195 5282 

Sap 5532D -420 55820 55320 81 1273 

TON 4H9M 14SJB83 

H SOYABEAN 08 C8f pUMftg caffisW 

JH 22.74 -834 2320 2225 6280 18943 

taar 2322 -020 2330 2225 7386 49550 

May 2327 -0L31 2325 2325 3286 1 7221 

Jal 2348 -022 23.75 2140 1219 17478 

An 23L5B -833 21 78 2355 413 3264 

Sap 2328 -825 2320 2328 488 2255 

Total 19258 U72GB 

■ SOtABEAH MEAL C8T POP tanK tort 

Jn 1427 -89 1432 1412 11216 22228 

to- 1412 -1.1 M2 2 1412 8236 43247 

May 143.1 -12 1437 1422 2.106 1S2S3 

Jl . 1452 -1.1 145.7 1442 1270 20294 

Art 1472 -02 1472 1482 231 4263 

Sap 1482 -84 1487 >472 200 4267 

TOM 24225 11M0B 

M P0TA3DES UffE (20 tanaa; 8 par tana) 

Mar 2502 - - - - - 

Apr 3282 +42 3280 32S2 76 2.105 

Hw 3382 +42 - - - 29 

Jon 3482 +42 ---- 

to 852 3 

Total 78 Z1IB 

M HBffllT tBFFOE) UK (SIOfadRpgtai) 


■ COFFff *g CSCE (3720 Mb; CMata) 

to 117.15 +835 11840 11825 4263 23,780 

toy 1 11810 +855 11875 11720 377 8720 

Jd 11875 +855 11925 11820 10 2459 

Sn 11840 +025 11875 11875 105 1,717 

DK 11925 +830 11920 11920 19 788 

tor 12845 - - - 14 60 

TOM *,792 34237 

■ BBHgCTjBtolgwrt 

Dk 24 ftnr. day 

cun. <My to 101.73 

15 dqr Amiga to 101.17 

■ IWTE ^GABUm (50 taBBS; Staled 

to 2480 +83 2422 2385 994 17277 

toy B03 +02 2422 2380 707 8142 

Art 239.1 +82 2412 2382 1ST 5269 

Oct 2322 +82 2312 2312 48 4292 

On 2332 -87 2332 233.5 - 584 


to 2362 -12 2372 2372 


1JD0 38930 


M SUGAR ir CSCE [1132001s; cartto 


Ma- 

728 

+805 

722 

7.7712.184 75200 

to 

72S 

+032 

720 

778 2211 23,151 

JM 

772 

-804 

720 

7.70 12W 22,157 

Oct 

732 

-am 

737 

728 

710 1GA14 

to 

830 

-801 

820 

818 

21 9267 

to 

828 

-aoi 

- 

- 

U 2.127 

Total 




18382148368 

■ COTTON NWS ffOJXXta; COttltat 


to 

6844 

-821 

61.05 

8835 3229 34,192 

to 

8128 

-are 

8220 

8120 

658 16340 

w 

62.60 

+022 

6235 

6226 

267 12303 

Del 

B4jOB 

— 

8424 

8420 

23 1282 

Dk 

6114 

+02! 

8SJ30 

S5.0S 

88 11 J/77 

to 

0815 

- 

- 

- 

B2 1,076 


- 81S S10 14 49G 

- Ill 

- 905 90S 10 025 

_ - 450 


PULP AND PAPER 

■ WBOmfilSSi 24 Nitty ws> 

Sett Dare * Opn 

priea conga Mph Lna VU tat 

to tS&SD -020 42720 42420 29 494 
Jn 44120 -420 44120 44120 1 109 
TOM . 40 *31 

fumes DATA - 
AttanatoscnpiMJ voe- 


Wool from Molett& fro 
WMi Christmas Mid Nan Year haUdaya 
dooinant in meet of tha main consuming 
and producing countries dMtip wool norid, 
tlWM kaaptafl ■ wary myn out for fndorc 
toy to effect prion eon orty waroh the 
MAveney marfcats. The Auotndtan doBar 
aaeBB to ba wnkaning again after a brief 
period at recowry. Ibis mem that wool 
VrtfTaabaeBy may be cheaper to buy Mter 
the mom tor major oorauralng co u ntrito 
untaec me «WI mart* feaatf bukts on fls 
ahort-Buwd arm leweftMn pra-Chrtotmas 
upturn. Finctamortala remain poor, wflh 
damnd Mow end ctlBcutt and itndo over- 


TOM 89*1 77208 

■ ORflHGE JOBE WEE (ISJOOtaMtollM 

Jn 10425 -125 10820 104.10 3,130 8872 

to 1022S -123 10725 10825 2266 13218 

to 10620 -120 10620 10720 386 2288 

JM 10825 -020 10825 10810 377 2288 

Sap 108*5 -840 11825 11815 31 241 

MW 10895 +0J0 11828 11025 - 532 

TOM 8792 2803 


YOLHE DAW. 

Opn baaeat nd Vtatam dria ahoan tor cntraEk 
traded n GOAEX, (met cer, NICE. CNE, CSCE 
nd tfc Qreda OB are one ttaqr-ki naan. Vokna S 
Opn Merest uato m lor tf kaded nonBs. 


INDICES 

■ (lataT (Rtii, 18/801 ■ log 

Oac 30 Ok 29 ram* jgc year ape 

14812 . 14781 14702 1752.4 

M CM Moral (Baac 1967 ■10B 

Dk 29 Dk 28 aaatt aga ietr ago 

19024 18887 

M OSCt Spot Bare: 1870 - 1008 

.Dk 2D t . dk 3 onlhago pa go 
13128 13088 13328 17871 

lme vsobuuse smas (kato 


AfcnMtai 

-M0 

to 

634,150 

AknUH to 

+340 

B 

gmnn 

QVPV 

+4425 

B 

58*300 

Lnd 

-825 

tt 

108425 

MM 

-108 

to 

. 8539* 

to 

• -180 

to 

31815D 

m 

-20 

to 

7710 


m poat reiLBs che wowto orotataii 

Frt 43275-0200 45250 43200 1.765 

to 48450-8900 48000 48400 241 

May «275-1A75 47200 45200 67 

JM ,47200-1200 48200 47200 42 

Total 2,136 


LONDON TRADED OPTIONS 


(887%) LME 

1250 

1300 

1350 

H covet 
(Gmto A) LME 

1400 

1500 

1000 

■ CMTEELFFE 

1700 

1750 

1800 

M COCOAUFFE 

875 

BOO 

925 

M BflBiT CRUDE EPE 

1000 

1060 

hod 


LONDON SPOT MARKETS 
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30 

63 

67 

1 

10 
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1« 
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Frt 

to 

B1 
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10 

28 

23 

GS 

52 

68 

4 

30 
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131 

to 
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to 

to 

146 

136 

31 

78 

114 

114 

48 
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B8 

95 

73 
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to 

to 

MV 

to 

. 

70 

■ 

22 

33 

56 

31 

32 

22 

42 

45 

44 

Jn 

Frt 

Jn 

Frt 

84 

. 

- 

- 

36 

- 
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■ CRUDE 00. FOB par bNiri) 

♦or- 

Drtta 

$10.14-0211 

+8095 

Brant Menu flJtfaJ) 

$1836-041 

-0215 

Bran Stand (Feb} 

$1846-851 

+8045 

W.TJ 

$1122-1 S& 

+8080 

■ 08 PTOunCTS NWEproopl ***7 Of (toon*! 

tarAn Grotto 

$113-11? 

+2 

Ert 08 

189-100 


Hess* FuaS 01 

S55-67 


Hqthia 

$1 05-107 

+1 

JM foal 

$111-112 


Dknl 

$106-109 

+1 

■ HATOUL GAS ffncal— nri 


Bocton (JaM 

1120-125 

-893 

AMn *gm. W Imtm fin 3SS OTP 


■ ores 



Gold **r troy «sj* 

S2B77S 

+840 

Sftw (per Boy te}4 

50720c 


Ffcirafflu (pw troy mi 

$38825 

+825 

Paftriun fpor froyot) 

533800 

-tom 

Owe* 

71.0c 


Lead |JS prod) 

45.00C 


Hu (bart Luopur) 

1SL20r 


T*i (New Ytrt) 

2432 


CMOe gM vrtghQ 

8725p 

-afltr 

Stop to wrtQ 

Mltop 

-3J7* 

Prt towwt 

48860 

+02F 

Lol day to M 

$19620 

+&50 

Un. day to (to 

S241J0 

+420 

Bufcy &g. bed) 

to 


ton (us M3 YMton 

£10800 


Mini (US Daft tato 

to 


Rubber 

48kB0p 


Rubber 

4&5(lp 


TOtar fCLRSSNol) 

248LOOn 

+120 

Cocsoi On (PU)§ 

7772y 

+1150 

PMm n ffttoiS 

n&ao 

+720 

OnpaffM)§ 

' 475X0 


Soyrtessi (US) 

155J5JT 


Oodon OMkorA* Mb 

6625 


WUtopE (B4a Suto 

3150 

inMOBH 

nmav 


For solutions to today’s crossword call 0891 430000. 
Calls cost 50p a minute. 


CROSSWORD 

No. 9,876 ^ iby ADA 



ACROSS 

1 Cycle round East Street to 
the base of the statue (B) 

5 Imparted information about 
good hcxpital in tense set- 
ting (6) 

9 Raised tax in English city, 
lacking sun (8) 

10 For example, the Italian 
bishop came back to love 
and do a favour <61 

12 Blue an’ red pattern - it 
can be tolerated (9) 

13 Society blackens the cess- 
pits (E) 

14 Big scale adventure picture 
- just an excerpt (4) 

ZS The union can be indis- 
posed over one issue (7j 

19 One who jumps up for the 
person in main command 
(7) 

21 About to cut down on the 
tobacco (4) 

£4 No bearing on season at 
Bury (5) 

25 A number containing bro- 
ken crate of fruit (9) 

27 Treat with an dement, ie 
one dozen assorted (6) 

28 Duck, perhaps? (B) 

29 Lay a snooker on the green 

(fi) 

30 Special shape that man 
originally put label on (81 

DOWN 

. 1 Choose to mention parking 
space at the front (6) 

2 Fears concerning parents 
outside (6) 

3 Way to advertise part of the 
flight (5) 


4 One rib broken? Caught, 
feeling bitter 17> 

6 Made scuba wriggle out of 
the trap (9) 

7 Unpleasant effect of mess- 
ing around with the river 
ts> 

8 Excuses on time for betray- 
als (SI 

11 Settlement in the wood (4) 

IS Their snap decisions are 
never welcome (9) 

17 It pains sir to order the 
drugs (8) 

IS Bit hard to regroup before 
first year’s anniversary (81 

20 Right in front of a French 
character (4) 

21 Cold year, followed by 
another fust the same with 

severe irinds (7) 

22 Quoting a sound placement 
(6) 

23 Time to finish working the 
fibrous tissue (6) 

26 Spy hiding information in a 
tree top (51 

Solution 9,875 
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PLM 
denies 
Rexam 
full access 


By Virginia March In London 
aid Tim Burt in Stockholm 

Rexam, the UK packaging 
and printing group, has been 
unable to make a full finan- 
cial analysis of PLM, the 
Swedish packaging company 
for which it has bid 
SKr5.13bn (S634m>, after 
being denied access to 
unpublished accounts and 
other confidential commer- 
cial information. 

Rexam has been obliged 
by the London Stock 
Exchange to explain to , 
shareholders that it had | 
been unable to conduct due ; 
diligence because, although 
Us offer has been recom- 
mended. PLM is not obliged 
to provide it with confiden- 
tial information at this stage 
under Swedish regulations. 

The UK group said yester- 
day that PLM had declined 
to provide any financial pro- 
jections until the offer 
became unconditional. 

PLM. which responded 
coolly when Rexam first 
launched its bid. said its 
decision to deny Rexam 
access was in line with nor- 
mal corporate practice in 
Sweden, and that it could 
not provide it with "any 
more information than any- 
one else who might want to 
make a bid”. 

Michael Hartnall, Rexam 
finance director, said the UK 
group had an advantage in 
that Rolf Borjesson. its chief 
executive, had headed PLM 
for six years before joining 
Rexam in mid-1996. 

In addition, the amount of 
public information available 
on the Swedish company 
was “quite substantial”, he 
said. "They turned down our 
requests for Information, but 
not In anger." 

Shares in Rexam rose 7Vip 
to 169'Ap last night, com- 
pared to more than 200p 
before the deal was 
announced. 


RESULTS 



Long stretch: the construction group has won a SI 34m contract to build a 30km section of the Channel tunnel rail link 

McAlpine wins Channel tunnel contract 


By David Blackwell 

Alfred McAlpine, which 
recently completed a two- 
year disposal programme in 
order. to focus on housebuild- 
ing and construction, has 
won an £80m ($i34m) con- 
tract to build part of tbe 
Channel tunnel rail link. 

Yesterday's announce- 


ment, coupled with two 
other contract wins worth 
£24m, helped tbe shares rise 

7‘ sp to 146p. That compares 
with 112p in early October 
before McAlpine sold its US 
aggregates and civil engi- 
neering businesses to Han- 
son for £72L9m, a sum well 
above forecasts. 

The group said that all 


three contracts had been 
won by Alfred McAlpine 
Civil Engineering on a nego- 
tiated basis-. This bad cut its 
exposure to less profitable, 
adversarial tendering work. 

Ian Grice, managing direc- 
tor of the division, said the 
group was concentrating on 
fewer jobs, but on better 
terms. “Instead of putting in 


competitive bids we are get- 
ting closer to clients and 
working with them to supply 
exactly what they want.” 

The rail link contract is a 
joint venture with Amec for 
Union Railways and Rail 
Link Engineering, the proj- 
ect manager. It covers a 
30km section from the Med- 
way to Fawkham junction in 


north Kent The group also 
said it had started work on 
the £74m Eden Millennium 
Project, which will examine 
man's relationship with 
plants and sustainable land 
use. The project - a joint 
venture with Sir Robert 
McAlpine - is being con- 
structed near St Austell, 
Cornwall. 


B & B faces campaign to 
convert to bank status 


Waroms to quit 
Virgin Vie board 


By Chris to pher Brown-Humes 

Bradford & Bingley, the UK's 
second largest building soci- 
ety. Is facing a campaign to 
force it to convert to a bank 
and pay windfalls to more 
than 2m people. 

The challenge threatens a 
new battle over mutuality, 
just months after Nation- 
wide, the biggest society in 
the UK, narrowly defeated 
an attempt to force it to 
change status. 

Stephen Major, a quantity 
surveyor from Lisburn, Co 
Antrim, has submitted a 
conversion resolution to tbe 
B & B just ahead of the 
year-end deadline. 

He has also put himself up 
for election to the society's 
board. 

Mr Major has submitted 
the names of 60 members he 
needs to support his resolu- 
tions and these are now 


being vetted by the society. 
To be valid,. these must be 
savers or borrowers who 
have been members of the 
society for at least two 
years, and have had. contin- 
uously. either £100 in a 
savings account, or a mort- 
gage of at least £ioo over 
that period. 

His campaign will fizzle if 
be has less than the 50 valid 
supporters, as last year a 
conversion resolution tabled 
by Michael Hardera, a for- 
mer royal butler, failed at 
the B & B for this reason. 

Even if the new conver- 
sion resolution is passed at 
the B & B’s annual meeting 
in April, a formal vote on 
conversion must still be 
held. 

If the Major campaign pro- 
ceeds, and B & B is forced 
to convert, members could 
receive windfalls of between 
£1.000 and £2,000 ($3,400). 


The society is confident of 
victory- Kevin McGuinness, 
group secretary, said: "We 
received very strong backing 
for mutuality .when 400,000 
of our members replied to a 
questionnaire last year.” 

Like other societies, 
B & B claims it can offer 
better savings and mortgage 
rates to customers them 
banks because it does not 
have to pay dividends. 

If Mr Major's campaign 
gathers momentum, tbe soci- 
ety could face an unwelcome 
surge in account openings 
by carpetbaggers seeking 
windfalls. Unlike other large 
societies B & B has not put 
in place a foundation under 
which new members are 
forced to donate any wind- 
falls to charity. 

"We are looking at setting 
up a charitable foundation. I 
but we still have some work I 
to do.” said Mr McGuinness. 


— — — — Dividends - - 

Durant Data of Cm responding Total lor 
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Mark and Liz Warom will 
today resign as joint manag- 
ing directors of Virgin Vie, 
the cosmetics and toiletries 
retailer, which is part of 
Aim-listed Victory Corpora- 
tion, writes Thorold Barker. 

John Jackson, who has 
worked with Virgin Vie as a 
consultant and was manag- 
ing director of The Body 
Shop’s UK operations for 
five years, will become chief 
executive. Mr and Mrs 


Warom, who helped set up 
the business in October 1997, 
will work as consultants to 
Virgin Vie, looking into tbe 
feasibility of licensing the 
brand in the US. 

Shares in Victory Corpora- 
tion, which Is 66 per cent 
owned by the Virgin Group 
and associated shareholders, 
have fallen from 4IV*p to 9p 
during the year because of 
worse than expected results 
at Virgin Vie. 


COMMENT _ 

UK shareholder activism 

for corporate shake-up ,®erchane. 
rebellions have been confined to smaller . 

the odd exception such as the defeat of LucnsVanty's plan to 
move to Wall Street. 

When, long-standing underperformors «KhasBTR ha ^ 
heei nut out of their misery by bids, it has rarely been 
because investors actively put them » nto Djj*: 
most notable management upheavals. at Jf™! 
and Barclays, may have had their origins in investor discon- 
tent, but the coup de grace was delivered by non-executive 
directors. 

Established and vocal ginger groups such as UK Active 
Value and Guinness Peat Group had mixed results. GPG. tor 
example, succeeded in forcing Staveley to demerge its salt 
extraction business, but was seen off by Young & Co, 
the brewer. When Blakeney Management, the emerging mar- 
ket fond manager, stepped into the limelight at Lonrho 
Africa, the existing management survived the scrap 
unscathed. 

Philips & Drew has stood out among traditional UK fund 
managers for its more active stance, but delivering Mariey 
into a bidder's hands by underwriting the offer costs hardly 
puts it in the realm of US provocateurs such as Calpers or 
CarlTcahn. 

The fact that the most outspoken activists have been 
Americans. South Africans and New Zealanders cannot sim- 
ply be put down to the City's clubbishness. UK investors 
have failed to coordinate their efforts to best effect If they 
have struggled to force change in medium-sized companies 
where a single fond manager may control 20 per cent of the 
shares, how wifi they be heard in a group the size of BP/ 
Amoco? 

The heavy investment in UK equities by US value inves- 
tors this year heralds a greater threat to underperforming 
boards. This is already starting to have an impact - witness 
the strongly worded letters to BTR's board from Highfields 
Capital, a US fund manager that owns just 1 per cent of the 
engineer. 

Such Investors, which typically have shorter horizons 
than UK pension funds or insurers, will be most effective in 
small and mid-cap companies. Other Investors should not be 
surprised if they use their stakes as Trojan horses to bring 
in private-equity buyers for the companies on which the 
market has given upu . - 


Hays expands IT outsourcing side 


Gaum Land bn 6 mtta to Sept 30 0325 (0.371 ) 0.173L (0.05HJ 03Lt (0A ) 

Radhurt Meat 6 mtfts la Aug 31 037 {0-549 I (L0 2SL (00381) 1-6TL (ZT6L ) 

Earnings shown bask. Dividends shorn net Figures in fractals are lor correspomflng period. tOn increased capital. 


By Virginia Marsh 

Hays, the acquisitive 
logistics and services group, 
is to pay up to £40.3m ($68m) 
for an information technol- 
ogy outsourcing' services 
company just eight months 
after it was spun off from 
To mkins in a £i3m manage- 
ment buy-out. 

Hays said yesterday it had 
acquired Axis Resources 
Holdings for an initial cash 
payment of £35 -3m with up 
to another £5ra payable 
depending on the company’s 
profits up to m id-2001. Hays, 


which is understood to have 
approached Axis, will also he 
assuming the- business's 
El2m debt 

Shares in Hays rose ZLlfrp, 
to 527 Vip yesterday, down 
from a year high of 577 ‘Ap. 
Axis was sold by Tomkins - 
the industrial conglomerate 
that is restructuring to focus 
on manufacturing - to a 
management team backed 
by Lloyds Development Cap- 
ital and NatWest Equity 
Partners for £13m in April. 
The venture capital groups 
took a 60 per cent stake with 
management, which is to 


join Hays, holding the bal- 
ance.’ 

Since the buy-out, tbe 
business has maintained its 
rapid growth. On a pro 
forma bakls, it made operat- 
ing profits of £2 J5m in. the 
year to October 31 and £3.1m 
on turnover of £26Jlm in the 
18 months to October 31. At 
present it has an order book 
worth £36m_ 

The deal takes Hays into 
new areas of IT outsourcing. 
Axis provides IT consultancy 

and alSO mnnflg ps func- 
tions for companies. It wifi 
also strengthen its relatively 


new payroll and billing ser- 
vices operations. 

"Axis is an excellent fit 
and represents a further step 
In the development of our 
business processing 
operations,” said Ronnie 
Frost Hays chairman. He 
added that Axis' payroll and 
human resources activities 
would provide a link with 
Hays' personnel diyision 
while integrating its printing 
services with an existing 
Hays business would make 
the group one of the market 
leaders in the high growth 
billing services market 
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Boating Rate Notes due 1999 1 

i In accordance with ibe provisions of the Notes, notice is hereby = 
given that ihe Rale of Interest for Lhe three month period ending 3 
24 March 1999 has been fixed at 6.4706309- per annum. Tbe g 
interest accruing for such ihree month period will be £ 1 59 .55 per = 
£(0.000 Bearer Note, and £1^9550 per £100.000 Bearer Note, g 
on 24 March 1999 agauui presentation of Coupon No. 20. s 
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Forex, Futures, Options 
and Guaranteed Funds 

Telephone +1 345 945 3100 
Website www.cfbh.com. 
Facsimile +1 345 945 3199 


~ T: 0181 332 1094 V. 0181 332 1095 
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■mi oowbruodaet-. Udmxt fiitnra fetal & Charts Mwnnui 
| ♦ Nearly 700 Globa! ktarim - Futons A Futuna Opttora HfiHWBBW 
« 20 Motor Thjmtitaf StueOes 

«■ Faorq rtxnrsun-mi- chare! rm the wcA or tfa- to»ot pmc-c HllMffiEw; 

CDUNTRy REVIEWS— 19 J COWnuBU191 RBPOKTSt 
PollUcri. Ec wi u c. Cncpome. brnraueMI Trearft 
Cciaucicul Dua tMc tnmo cal, lai 
«iS M.9S per Report wUh aipet&cmfceixuib fee nmiupte «den_. 
WJieporaforSUSiWO 
Order ec lhe Wb <8 MpiJinmaadHliun 
. .Can I -888- 3654923(1011 Dee la U5) or 7 1 M55-b»0 iratnfc US .1 
w Tubs *713.355-201*1 ' 


Tbe FT GUIDE TO WORLD CURRENCIES, published in Monday's 
newspaper and cauaing over .200 cunendes, is oow available by dialing the 
following nmidicr from the handset of your tax madrine, 0891 437 0SL 
Calls arc charged at SOp per mmueat afl tones, fix service outside (he UK 
please t el ephone +44 171 873 4378 fwdeaOs on Cityline IntermwxiaL 
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Banco di Roma Sp A 1 

US$200 I Q0Q,000 
Boating rate subordinated 
kan pwtidparion certificates 
due 2001 

Issued bgrJJ*. Morgan GmbH 
for the pwpose of making a 
subordinated kan to Foreign 
Branches of banco di Roma. 

The rata of Interest far The 
period 31 December 1998 to 
30 hrn 1999 has been fixed at 
5. 18625% per annum. Interest 
payable on 30 June 1999 wfll 
amount to US? I J3Q3J7 per 
US$50,000 certificate and 
USS 1 3,037.66 per US$500000 
certfficate. 

Global Agency and Trust Services. 
Outrank. NA. London 
HDratarim 

L citibank or 
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DEN DANSKE BANK 

US$100,000,000 
Subordinated floating ran 
notes due 2000 

(Imatf bj md fei Oh bum d CopaSnpn 
HnMrinritMS) 

In accorda nc e with the 
previsions of the notes, notice 
Is hereby given drat for the sbe 
months Interest period from 
31 December 1998 m 30 June 
1999 the notes w® carry an 
Interest rate of 525% per 
annum. The Interest payable on 
the relevant interest payment 

.date, 30 June 1 999 wffl amount 

to US$263.96 per USS 10.000 
note and US$6596.96 per 
US$250,000 note. 

QoW Agency and Trwt Services, 
Qdtonk, NA. London 

31 Decenbw 1996 


emi 


FINANCIAL TIMES 
Frame 


Ell 


If your non-life 

depends 

on it 

*** **" wkof 

■Med dSMtapmaon In inran 

N lend and icfiuteary d«ng« 

■ pow^liua ^mdinreainBreopportMrtes 

■ competitor KtmHs and fnam mu 
Abo briDradn each sbjk 
j meaai^ialwiuiwi lag od Iosms arnund ttia mU 


■Rq* hi Inumn - MMMxml mtfntnwts 

subscription (25 issues) £745 UK £775/11511209 Querns 

For your FREE sample copy pteasacaB ' 

Uura Butfer 

on +44 (0)171 896 2279 or fax on +44 (0)171 896 2274 
L Quoting ref: 23206A 


w®-. 


MlpC;\ U'IIn 

feiien up 
4e office ' 


■fiwirawn urerarahis.. 


■Hramc^AMMl 






-i — il . 





bu .. 



FINANCIA L TIMES Th U RSDAY DECEMBER 3 1 1998/FRIDAY 


JANUARY 11 999 


17 


nm\n \ ; 

elioltlei act,,; 


’iViSfl, 



TRACK 


MANAGEMENT POACHING 


i-5 ;r!: 


t 


The attraction of 
moving pyramids 


Jiin Kelly reports that th© Big Rvs accountancy 
firms have discovered that it is quicker to poach 

teams from their rivals than build their own 
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Suddenly people are 
stealing pyramids. The 
Big Five global accoun- 
tancy firms are increasingly 
adopting recruitment strategies 
cmce associated more with law- 
yers -and bankers: poaching 
entire teams of skilled profession- 
als from their competitors. 

Not Just partners, or groups of 
partners are being taken, but pyr- 
amids which include senior man- 
agers, analysts and secretaries. 

Martin Thorp, head of Arthur 
Andersen's corporate finance 
practice, has just landed a pyra- 
mid from rival PwC - the firm 
created by the merger of Price 
Waterhouse and Coopers & 
LybrancL The pyramid, topped by 
the former head of PWs corpo- 
rate finance division in' Germany, 
consisted of 32 people, including 
five partners, 10 managers, five 
executives, five analysts and two 
secretaries. 

KPMG, another of the Big Five, 
has within the past year picked 
up several complete' pyramids: 
the Coopers & Ly brand subsid- 
iary Laya Mananghaya & Co in 
the Philippines - where it sacked 
its own local firm - Somekh 
Chaikin from Price Waterhouse 
in Israel, and Siddharta Sid- 
dharta & Harsono from Coopers 
in Indonesia. 

A number of factors make 
poaching particularly attractive: 
The merger which created 
is seen as the last in the 
The Big Five are desper- 
grow but have run out of 
big-league partners. As PwC 
works through the practical 
effects of the merger, it is seen as 
a good place to find pyramids - 
but other firms have their own 
problems and are also seen as 
good hunting grounds. 

• Buying smaller firms in their 
entirety is fraught with danger. 
Arthur Andersen rame unstuck 
recently trying to buy London 
law firm Wilde Sapte when key 
partners left before the sale could 
progress. “I would he very ner- 
vous about buying a business.” 
says Mr Thorp, pointing to the 
problems of acquiring a people 
business. 

• The big firms are fighting 
over the best people at a time of 
skills shortages. They are desper- 


ate to make the most of a market 
in which revenues from manager 
ment consulting are growing at 
about 50 per cent a year. Corpo- 
rate finance is also booming. 
They want to make the most of 
the good times while they last 
and need skilled people - from 
auditors to information technol- 
ogy specialists, from corporate 
financiers to human resource 
experts - to staff growth. 

• The globalisation of the big- 
gest multinational companies 
means the Big Five must live up 
to their boast of providing, a 
“seamless global service”. In real- 
ity, several have large holes in 
their global coverage and poach- 
ing provides the quickest rem-. 


‘It’s a continuum, . 
from head-hunting, 
to buying niche - . 
firms, to the 
big mergers 1 



it 
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edy. In some cases this includes 
picking up an entire practice - as 
Andersen has done in South 
America In the wake of the PwC 
merger. 

• Diversification means the 
firms need people whose rWHs 
are team-based and revolve 
around individual transactions. 
Such groups are much more 
likely to move en masse. 

But how are available pyra- 
mids identified? And how can 
they be retained once they have 
been acquired? ■ - 

Martin Thorp says he did not 
go to headhunters although they 
are used in some cases. “We 
. ttuHp a bit of noise in the market 
place where we felt we were light 
on the ground,” he says. The key 
is finding one strong individual 
with an outstanding reputation . 
in a business where team chemis- 
try is very strong. In the case of 
the German pyramid Mr Thorp 
says: “It was a bet - hut a pretty 
good bet - that the younger 
people would come along as 
weH.” 

George Musing, the FW corpo- 


rate financier who took the bait, 
then took legal advice about 
what to do next. “The clear 
advice was that you can talk to 
other partners but not to anyone 
else below that 

But given the environment at 
PwC we were reasonably confi- 
dent a number of people would 
fallow us,” he said. That environ- 
ment seems to have been domi- 
nated by the large domestic prac- 
tice of PW’s merger partner 
Coopers & Lybrand. 

The partners concerned then 
made their decision public and 
left within a week - after which 
they were free to approach their 
former colleagues. “We are not 
. allowed to act in someone else's 
interests but once our contracts 
were completed then - at that 
point - other people could 
approach us," says Mr Musing. 

This rather convoluted process 
is common as most partner deeds 
stipulate that those departing 
cannot solicit others to leave the 
firm. The rest of the pyramid 
duly followed, mainly, according 
to Mr Musing, because of the 
attractions of Arthur Andersen’s 
approach. 

“You've got to be able to cross 
borders and you have to be rela- 
tively free in the ideas you gener- 
ate and the clients you talk to. 
That was not the environment 
we were leaving behind In PwC 
which was very German-orien- 
tated,” says Mr Musing. 

There were no golden helloes 
helping Mr Musing on his way. 
“They did not pay us any money 
to arrive,” he adds. “We all bad 
offers from other institutions and 
decided, as a team, that Arthur 
Andersen was the best place to 
be.” 

Was Mr Tharp worried that the 
pyramid might bring in people to 
his practice who were not up to 
scratch? “You do take people 
who come in on others’ coat-tails. 
But that’s OK because you trust 
the leader,” he says. Neverthe- 
less, he did interview all the part- 
ners himself. 

-As far as retention is con- 
cerned,. In many organisations 
bonuses are used to lock in 
teams, with payouts being spread 
over several years. Partnership 
deeds can be used to restrict any 
move to compete with the firm or 
solicit others to move. But Mr - 
Thorp says he is not interested in 
keeping people who want to 
move. He says he wants to build 



a corporate finance practice 
which is different from the 
bonus-driven model of the invest- 
ment hankers. 

He is constructing a rewards 
system based on “softer” criteria 
than the hard-edged deal-based 
model often seen. And, he says, 
Arthur Andersen's leadership in 
building a global firm offers unri- 
valled freedom to operate across 
borders. 


Mr Musing and his team are 
dearly convinced they made the 
right decision, 

Arthur Andersen already had 
one team in Frimkfiirt specialis- 
ing in the Mittelstand - Ger- 
many's famously strong middle 
market - but the new team is 
intended to set the tone fra: the 
development of the practice. “We 
cany a lot of weight," says Mr 
Musing. 


But what does it feel like to 
lose a pyramid ? Philip Wright, 
PwCs head of European corpo- 
rate finance, seems to have taken 
the loss in his stride - largely 
because he has his own eye on 
several pyramids inside rival 
Investment banks. “It's never 
good to lose people and we tried 
to keep them all. But it’s a bit 
like moving house - once you 
think of it there’s no going back. 


“At the rate we want to grow 
we are looking at teams in other 
business lines as well - like 
fraud investigations, insolvency 
and business regeneration.'' 

Mr Wright sees the phenome- 
non as part of the increasing flex- 
ibility of the Big Five as they 
diversify from their traditional 
audit core. “It’s a continuum, 
from head-hunting, to buying 
niche firms, to the big mergers.” 
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Technology from the 
motor industry has. 
added excitement to 
steel furniture design, 
writes Laura Blair 

Most modem office desks 
are hardly things of 

beauty. Their tubular 

steel legs are typically made of 
round or square sections, because 
these are the cheapest and quick- 
est to produce. 

. Ovals, tapers and sinuous 
curves are, of course, possible, 
and in demand at the most style- 
conscious end of the market. But 
they are far more complicated to 
manufacture, often involving 
ppotinp the tubes in two halves, 
then welding them together. . 

Now a technology called hydro- 
farming, long-established in the 
motor industry where it is used 
to shape chassis components, is 
being borrowed by furniture 
makers to produce shapely office 
desk legs more cost-effectively. 
The innovation comes simulta- 
neously from US-based Steel case 
Strafor, the world’s largest office 
furniture manufacturer, and the 
Danish Sfc&ndinavisk Group- The 
two rival groups have recently 
produced new desk systems feat- 
uring steel legs in sinuous s hape s 
using the bydrofonxdng process. ■ 

With hydrotormlng all the 

ahaping is done in a single step, 
using a water -androtl emulsion 
pumped at very high' pressure - 
(500-14)00 atmospheres) into, the 
tube, contained within a mould. 
The tube is shaped by the com- 
bined internal pressure of. the 
emulsion and external mechani- 
cal pressure from the mould. 

This prevents over-stressing, 
and causes a molecula r red fatn- 
butioo of the metal, ensuring an 
even thickness, whatever the new 
shape or diameter. . 

Both groups say they were ““ 
to adopt the new technology by 
their designers’ lateral thinking; 
"Good designers are always 
aware of what is happening in 




other industries,” says Atillio 
Bersanelh, designer of Skandi- 
navisk’s Work, range. “I realised 
that, with hydroforming, 1 could 
create beautifully crafted shapes 
n«dng industrial production meth- 
ods." Meanwhile Francesco Fras- 
caroli, the designer of Steelcase 
Strafor’s lonlco range, compares 
the process to “sculpting with 
water". Like so many Italian 
designers, both Mr Bersanelli and 
Mr FrascaroH have engineering 
backgrounds. 

Design freedom apart, hydro- 
forming has substantial practical 
advantages. It is claimed, that 
parts can be produced in one 
minute that would take 20 min- 
utes by conventional methods, 
reducing costs by between SK) and 
50 per cent 

But hydraforming does have its 
drawbacks. The special tooling 
required for each different design 
Involves considerable invest- 
ment, so the process is unsuit- 
able for producing small batches. 
Minimum quantities of 20,000- 
30,000 a year of the same part are 
required for the technology , to 
pay for itself. 

Steelcase Strafor invested 
L800m(£237,O00) and Skandinav- 
fek F1600, 000 . <£1894)00) in special 
tooling, though both companies 
subcontract manufacturing - in 
the case of Skandinavisk to car 
parts manufacturer DOTS, . 

Designers -also need to develop 
expertise if they are to exploit 
hydrofarming fully. There would 
. be little point in using it. to. pro- 
duce simple designs that could be 
made just as easily by traditional 
metal pressing. Cousequeaitlyjt 
is likely to be used, only for the 

most difficult shapes. 

The technology fa 8180 specific 
to steel components,' since alu- 
minium can be inexpensively 
■ f fffmftii .hyjnore traditional tech- 
nologies. 

nfs a question of horses ror 
.courses ” says Andrea Onri, man- 
aging dfrector oTS^ Sfra- 

far Italy. “You don’t build a Far- ■ 
art it you only want to go at 
5 kmh." 



TECHNOLOGY WORTH WATCHING 


Tiny steps for piezoceramic robots represent a huge step for mankind 


A coin-sized invention by a 
scientist at Switzerland's Ecote 
Polytechnique Federate de 
Lausanne could help pave the 
way for the commercialisation 
of the micro-robot, writes 
Christopher Swann 
Named earlier this month as 
a prize winner In Monaco's 
annual pan-European inventors 
awards, the circular robot is 
just a tenth the si zb of models 
currently used In the assembly 
of microscopic components. 


Its inventor, Jean-Marc 
Breguet, says the design wouU 
amplify the manufacture of 
miniature robots, rendering 
them more affordable. 

Instead of having more than 
20 contponents crammed 
Inside a conventional machine, 
the robot is forged from a 
single piece of piezoceramic - 
a material which deforms in 
response to electrical impulses 
to allow the robot to move in 
tiny steps (5 nanometers). 

IN BRIEF 


Micro tweezers attached to a 
turret on the top of the robot 
can thus be manoeuvred into 
exactly the right place, with 
steering achieved by altering 
the voltage. 

Because of its small size - 
about 5cms across - the 
robot's micro-tweezers are 
less prone to the vibrations 
which reduce the accuracy of 
its larger rivals. 

The device was designed for 
the manufacture of integrated 


fibre-optics but Dr Breguet 
says he is keen to adapt the 
design so that it can be used 
elsewhere, for example in the 
biotechnology Industry. 

“We wDI now concentrate on 
finding Industrial partners to 
reconfigure the robot for uses 
related to cell manipulation,” 
he says. 

Controlled by a joy-stick 
under a microscope, the robot 
could potentially operate on 
DNA strands. 


“At the moment industrial 
uses for this kind of robot are 
quite limited but applications 
should increase as the trend 
towards miniaturisation of 
mobile telephones, computers 
and satellites gathers speed,” 
says Inman Harvey, research 
fallow at Sussex University's 
centre of computational 
neuroscience and robotics. 

Jean-Marc Breguet, Lausanne: 
e-mail 

Jean-Marc. Breguet@epfl. ch 


Leap forward with 
shoes that don’t 
just look smart 

A unique “irteillgent” shoe, 
especially designed to take the 
stress out of walking, running, 
and leaping, has been developed 
by Ronald Demon, a senior 
electrical and computing 

engineering graduate at the 
Massachusetts Institute of 
Technology in the US, writes 
Dinah Greek. 

Mr Demon, a keen basketball 
player, was fad up with finding 
his feet sore after matches, in 

spite of investing m the latest 
shoes. He came up with a design 
which incorporates a series of 

tiriy pressure sensors in the sole 
Of the shoe. These sensors ■ 
measure the pressure produced 
by the wearer In a number of 
zones. 

The data collected Is sent to a 
tkiy mic ropro cessor chip, which 
Is also housed in the sole and .. 
actuated when tiie wearer puts 
on the shoes. The chip analyses 
the date to “team” and then 
predict the gait of the wearer, so 
that the cushioning and support 
buW.ihto the shoes can rapidly . 
be adjusted via a series of tiny 
valves insetted beneath the - 
sensors. By opening or. dosing, 
these valves release either air or 
a viscous fluid to Inflate or 
deflate bladders In the sole. 

Mr Demon is working bn 
refining the system to replace the 
individual sensors with a sensory 
grid. The shoe has generated 




intense interest in the sports 
world and Mr Demon is in 
consultation with two big sports 
goods manufacturers. A fully 
working prototype will be 
available in January. 

Ronald Demon, US: e-mail 
rdemonQyahoo.com 
Dinah Greek writes for 
Professional Engineering 
magazine. . 

Camera takes 
a flexible view 

A wheel-mounted robotic camera 
that can climb up and down 
lamp-posts will be able to 
monitor crowds at football 
matches or undertake 
covert police surveillance 

work. 

The remote-controlled closed 
circuit television camera, which 
can also pan. tilt and zoom, will 
be more flexible than fixed ■ 
cameras. 

The mobile camera system is 
being developed byTecsec, an . 
electronics company, working in 
conjunction with the University of 
Wales College Newport, based 
on technology licensed from 
Brunei University. 

: The desfcnere expect the 
development of the product to 
take two more years. One of the 
challenges they wHI have to 
overcome is teaching the device 
to negotiate the fluting and 
changing diameter of some - 
lamp- posts. 

Tecsec Europe: UK, tel (0) 1435 
752882; e-mail 
tecsec.europeQvtrgjnjiet 


Attractions of 
magnetic memory 

Conventional Ram (random 
access memory) devices need a 
continuous power supply to 
maintain the content of their 
memories. That is why alarm 
clocks and video recorders have 
to be reset after a power failure. 

One increasingly widely used 
alternative is flash memory chips, 
which can retain Information 
when an appliance Incorporating 
them Is switched off. 

Researchers at the University of 
Utah have developed another 
type of memory device with a 
similar feature. The memory cell, 
called a Magram (magnetic 
random access memory) uses 
magnetic fields to store data. 

The researchers, who are 
working under contract from 
Pageant Technologies, part of 
Avanticorp International, believe 
the device could become 
standard in computers and other 
electronic equipment that use 
memory, it is also likely to 
reduce the power consumption 
of portable devices such as 
laptop computers. 

University of Utah: UBS, ta/ 
5054713027; trttp-Jt 
www.utah.adu/ 

Milking system that 
follows the herd 

Tests are under way on a 
pioneering robotic milking system 
that allows cows to follow a 



Ruminant with a view: electronic monitoring makes for healthier cows 


more natural pattern of milking, 
feeding and resting. The system, 
undergoing trials on a herd of 30 
cows in Sweden, will go on sale 
In Europe later this year. 

A vision-guided “soft" robot 

ami attaches the cups to the 
cow's teats, .which are then 
automatically cleaned and dried. 
The cows are monitored by an 
automated date collection 
system. 

The system is designed to 
improve both milking efficiency 
and the health and welfare of the 
animals through better 
monitoring. 

The prototype of the robot was 
developed at the UK's Sitsoe 
Research Institute. The rights to 
tiie system have been acquired 
by Alfa Laval Agri. 

Bfotechnofogy and biological 
sciences research council: UK, 
tel 10)1793 413301; e-mail 
nmasha.martinoauQbbsraac.uk 


Hat out for a 
trouble-free ride 

A South African inventor has 
tackled the problem of bicyde 
punctures by developing a 
replacement far the traditional 
air-fiRed Inner tube. 

Although manufacturers have 
tried to make puncture-proof 
tubes before, they have tended 
to result in a heavy-going and 
bumpy ride. But Jonspeed 
Racing, the UK-based makers of 
the Retiree inner tube, says that 
its product provides the same 
“give" and cushioning as an 
alr-fllled tube, it is made from a 
light and resilient mixture of 
polyurethane and rubber. 

Jonspeed Racing: UK, tel 
(0)1203 351495: (UJT203 351496. 

Vanessa Houlder 
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CURRENCIES & MONEY 


Sterling’s fall linked to Ecu arbitrage 


WORLD INTEREST RATES 
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MARJ^REPORT 

By Alan Beattie 


Sterling took a tumble below 
DM2.80 yesterday, and some 
market participants pointed 
towards the long-predicted 
sell-off of the sterling part of 
theoretical Ecu baskets as 
the reason. 

The pound, which had 
been showing some resil- 
ience around the DM2.80 
level over the past week, 
abruptly dived at the begin- 
ning of the European ses- 
sion. It consolidated around 
its new level for the rest of 
the day, closing at the end of 
London trading at DM2.794. 

The dollar also fell yester- 
day. breaking down below 
YU5 as sell orders had a dis- 
proportionate effect in mar- 
kets thinned by the 
approach of the new year 
holiday and the conversion 
pr ocess for the euro. The dol- 
lar closed at Y114.7 at the 
end of trading hours in Lon- 
don. 


■ Some market analysts 
said that the fell might be 
connected with the partial 
unwinding of an arbitrage 
opportunity identified earlier 
this year by traders in the 
foreign exchange markets. 

Over the course of the 
year, the spread between the 
Ecu traded in the markets 
and the theoretical Ecu 
which can be assembled 
from the constituent curren- 
cies has varied considerably. 

At one point in October it 
widened out to over 100 
basis points. This means 
that traders could make 
money by creating a theoret- 
ical Ecu and exchanging it 
one-for-one with the euro 
today. 

But since the Ecu also con- 
tains a subs tantial sterling 
component, this implies a 
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potentially large sell-off of 
pounds around the time the 
trades are unwound. 

Many market analysts 
have warned that sterling Is 
liable to speculative flows 
around the launch of the 
euro. “If arbitrageurs are 
going to do the thing exactly 
they will wait until lO^Oam 
tomorrow to sell off ster- 
ling.'’ said Chris Furness, of 
economic consultancy 4Cast, 
in London yesterday. 

“But it seems that many 
have been running ratcheted 
stop-loss positions to take 
advantage of sterling's rise 
over the past few weeks. 
When the pound went below 
DM 2.8 1 many of these would 
have been triggered and this 
may explain the sterling 
sales,” he added. 

Mr Furness said that the 
gap between the theoretical 
and market Ecus narrowed 
to less than 10 basis points 
yesterday, which may have 
encouraged traders to take 
profits. 

But there could still be 
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substantial urnnmta of ECU- 
related starling to be sold 
today, and sterling remained 
vulnerable to further fails 
below the DM2.79 level, he 
added. 

Market analysts have also 
identified a potential 
upwards pressure on sterling 
from the unwinding of short 
sterling hedges by Ecu bond- 
holders protecting the value 
of their positions. 


Some think that this cOUld 

outweigh the downward 
pressure on sterling of the 
Ecn arbitrage sell-off, 
altho ugh the effect may now 
wmn through unto well Into 

the new year when the posi- 
tions are unwound. 

But Jesper Dannesboe. 
currency economist with 
ABNAmro in London, said 
that this was an extremely 
difficult thing to q uan tify. 
“There are stories circulat- 
ing about billions of pounds 
worth of potential hedge 
unwinding," he said. “But 
the reality is that no-one 
really knows." 

Mr Dannesboe said that 
the affect on steriteg would 
depend not just on the poa- 


I OTHER CURRENCIES 


Dac 30 £ S 

Cacti faSUKSS - 501880200840 - 305000 
MOT .35900 - 350478215290 - 215700 
Ml 501180 - 601120300090 - 300000 
ftterit 05035 • 15044 03015-03018 

Pern 0OT1 • 5277* 3.1550 - 8.1550 

Mad 52330 - 52525 0*820-35020 

Mb 318114 - 55429*200000 - 212000 

UAE. 01350 - 6.1387 35728 - 85732 


tions of the bondholders 
thems elves but also the deci- 
sions of the market-makers 
who sold th wn the hedges. 

“Those market-makers 
may decide to hedge their 
own exposure to sterling or 
they may choose to accept 
the risk and run the posi- 
tion." said Mr Dannesboe. - 
Either way, sterling could 
be in for a choppy ride both 
today and in the new year. 

“The markets are very 
alert to the possibilities of 
both upward and downward 
pressure on the pound.” said 
Mr Dannesboe. “So if ster- 
ling e fr art s moving in either 
direction, the market may 
jump on tha movement and 
exacerbate it" 

Wniding sterling at such a 
time was a risky policy* he 
added. 

Mr rbi7|npghnp said that in 
the longer term, he thought 
that sterling would decline 
for more fundamental rea- 
sons. The present level was 
unsustainable for long, he 
added. 
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Europe ends year on quiet note 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


$ EUROPEAN OVERVIEW 
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The last day's trading on the 
main continental bourses 
before the birth of the euro 
was very thin, continuing 
the pattern of the past few 
days. 

The FTSE Eurotop 100 
index finished down 25.21 at 
2,723.87 while the more 
broadly-based FTSE Eurotop 
300 index ended 8-88 lower at 
1182.74. 

The FTSE Ebloc 100 index, 
which tracks the shares of 
the largest companies from 
countries due to join eco- 
nomic and monetary union 


FISEBbtac'IQO 
index ' 


next week, settled £35 lower 

at 99829. 

One of the more interest- 
ing movers was the French 
electronics and defence 
equipments group Thom- 
BOn-CSF. It gainpd Ecn Z2 to 
Ecu 36.55 on speculation 
about an alliance with GEC, 
the UK defence company. 

GEC is in the midst of 
large-scale restructuring, 
part of a broader overhaul of 
the European defence and 
aerospace industry. GEC fen 
Ecu 1 to Ecu 7.72. 

The engineering and elec- 
trical equipment sector lost 
1.14 per cent. The biggest 
casualty was ABB, one of 
Europe’s largest electrical 

. Bondytotd com . 

• - Per cept (Dtpsntwr 30 IflBB), ; 


and engineering companies, 

which closed down Ecu 27.6 
at Ecu 1,000.2k 

The sectoral decline 
masked some strong - perfor- 
mances. such as JLegrand 
which gained Ecu 7 A to Ecn 
22351. ’ * ‘ . 

Mergers are likely to be a 
feature of corporate Europe 
in the new year as more pan- 
European industries take 
shape. Euro-equity markets 
-aw likely to be powered by 
restructurings and share 
buy-backs, low Interest rates 
and bond yields, and solid 
earnings growth compared 
with other industrial coun- 
tries. 

The best performing sec- 


tors yesterday were health- 
care, which improved' 3.22 
per r*nT. a nd distribution up 
S.W per cent The tobacco 
sector lost 3.01 per cent 
while gas : distribution 
declined 2.05' and alcoholic 
beverages L27 per cent •' 

Carisberg, one of Europe’s 
biggest brewers was a lead- 
ing caBm dty . losing Ecu 9. to 
Ecu 49.31, British American 
Tobacco slipped Ecn 5 to Ecu 
7,52. 

The telecoms sector was 
also weak, slipping 0.78, on 
speculation - over cuts in 
European tariffs. This 
caused Deutsche Telecom to 
continue its losing streak, 
down Ecu 5 to Ecu 2801 
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EURO FREIGHT CAR 
FINANCES A 

Sun 90000000 Scon 1998-1 Gas A1 
(oatUBKtog E oro BU61Q39ZB2) 
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ISIN3CS0068430581 

&ap 13Q0OOJOO Soic* 199M-1 Cta A2 
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ISIN 1&D08M30664 

Eon 35000000 Secies 199M <3— B 
SccoEd BoSiOT Rue Nor* cfae 2016 
1OTJXO08M3C821 

(firmest Rata Class Al 3.62141% 
IrrtBfBSl Rata CtessA2 3.68141% 
Interest Rare Class B 4.03141% 

Interest fariod Decamber 31. 1998 
Marcfi 31. 1999 
Interest Amount due on 
March 31. 1999 pm 

Class Al 

Dencjm.90,678J219B Etro 82036 
Class A2 

Denom. 100.000 Euro 92035 
Class B 

Denom. 100,000 Eurol .00785 

Banc^je G6n£rale 
du Luxembourg 

Bank 


/ \ 

Wells Fargo A Company 


US$200,000,000 
Fkating race subordinated 
notes due 2000 
In aeconfan cewhtiThe provbloni 
of dw notes. nodQB b hereby 
g«n due for die bnarest 
period 3 1 December 1998 co 
29 junary 1 999 the notes w® 
any an interact rare of 18125% 
pcrannvTv. keenest pajraWe on 
the refcyant Interest payment 
date 29 January 1 999 wlftamount 
to US$4602 per US$10000 note 
and US$234.10 per US$50000 


Global Agency and Trait Services. 
Qdbank. NA. London 
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Notifications 

regarding the 

4V«% Deutsche Mark Bearer Notes of 1996/2003 
with appertaining Warrants 
issued by Daimler-Benz Capital (Luxembourg) AG 
guaranteed by Daimler-Benz Aktiengesellschaft, Stuttgart 
(WKN132950) 

With the consummation of the merger as per Decamber 21, 1998 between DalmlerChrysler 
AG, Stuttgart as acquiring company and Daimler-Benz Aktiengesellschaft, Stuttgart as 
transferor company, DaimlerChrysler AG grants the holders of the Warrants constituting the 
right to receive shares of Daimler-Benz Aktiengesellschaft from the 4'/«% DM Bearer Notes 
of 199&2003 with appertaining Warrants issued by Daimler-Benz Capital (Luxembourg) 
AG the following: for each Warrant the right to receive 1030527 registered shares of 
DaimlerChrysler AG instead of the right to receive 10-254 bearer shares of Daimler-Benz 
Aktiengesellschaft for each Warrant 

Following the current share allocation of the 10.30527 shares granted 6.44004 new shares 
will be provided by conditional capital of DaimlerChrysler AG and 3.88523 old shares will 
be provided by an option-agreement of Daimler-Benz Aktiengesellschaft with a third 
party, which will ba taken over by DaimlerChrysler AG in the course of the merger. 

In addition to that the exercise prices will be adjusted as follows: 

1. In the event that the exercise price is paid in cash (S 3 (1) (a) of the Terms and Condi- 
tions of the Warrants) the exercise price of currently DM 87.45 will be reduced at the 
ratio of 1:1.005 (exercise price divided by 1.005) and will thus be fixed for any exercise 
on or after January 4> 1999 at DM 87.01. 

Z In the event of an exercise of the option by a transfer of the Notes with appertaining 
Claims (S 3 (1) (b) of the Terms and Conditions of the Warrants) the exercise price of 
currently DM 8Z87 will be reduced at the ratio of 1:1.005 {exercise price divided by 
1.005) and will thus be fixed for any exercise on or after Jonuary 4. 1999 at DM 83.45. 
The Initial exercise price of the option (S 3 (1) (b) of the Terms and Conditions of the 
Warrants) in 5 5 (8) will be reduced to DM 94.60 accordingly. 

Apart from this the Terms and Conditions of the Warrants of the DM Bearer Notes of 
199&2003 will remain effective for and against DaimlerChrysler AG. 

The Daimler-Benz Capital (Luxembourg) AG has been renamed in DaimlerChrysler 
Luxembourg Capital SJL With the consummation of the merger the obligations under 
the Guarantee and the Negative Pledge of Daimler-Benz Aktiengesellschaft have been 
taken up by DaimlerChrysler AG as its legal successor. 

In the future reference w ill be made to the 4’A% DM Bearer Notes of 1996/2003 with 
appertaining Warrants of DaimlerChrysler Luxembourg Capital S.A. guaranteed by 
DaimlerChrysler AG. 


Stuttgart, December 1998 
DaimlerChrysler AG 


Luxembourg. December 1998 
DaimlerChrysler Luxembourg Capital S A 


Residential Property Securities 

NoJ PLC 


£150,000,000 
Class A2 Notes 


£5,000,000 

Class B Notes 


Mortgage Backed Floating Rate Notes 
due 2025 

In accordance with the provisions of the Notes, notice 
is hereby given that for the three month period 
29th December 1998 to 29th Mardi 1999, the Class A2 
Notes and Class 8 Notes will cany an interest rate 
of 6.56813% and 7-58813% per annum respectively. 
The Interest payable per £100,000 Note will be 
£90338 for the Class A2 Notes and £1,873.51 for the 
ClasB Notes. 


Greenwich NaTWEst 


cmcoRPO 


U.S.S350, 000.000 

Subordinated Floating Rate Notes Due November 27. 2035 
Notice b hereby given that the Rate of Interest has been fixed at 
5.725% in respect of the Original Note and 53125% In respect of 
the enhancement Notes, end that the Interest payable on the 
relevant Interest Payment Date January 29. 1999 against Coupon 
No. 159 In resped of USS10.000 nomhN of the Ncxaa wffl be 
US$46.12 in rasped of (he Original Notes and USS4&32 In respect 
of the Enhancement Notes. 

U.S.S500, 000,000 

Subordinated Floating Rale Notes Due October 25, 2005 

Notice is hereby given that the Rate of Interest h8s been fixed at 
5.725% and ihetthe interest payable on the relevant interest 
Paynwx Date January 29. 1889 against Coupon No. 160 m respect 
of US$ 10,000 nominal of the Notes win be USS48.12. 

Oobat Agency and Trust Services. 

Citibank. NA London 
December 31, 1998 


CTTlBAN«y 














FINANCIAL TIMES 


THURSDAY DECEMBER 3. ,99S/FRIDAY JANUARY 1 » 


COMPANIES & FINANCE 


FINANCIAL SERVICES US INSURER COMPLETES PURCHASE OF SUNAMERICA 


AIG joins retirement boom 


By Richard Waters in Hew York 

The sharp decline in the OS 
savings rate and the risk 
that the bull market will 
soon run out of steam have 
done nothing to dent the 
prospects for a retirement 
savings boom that will soon 
be felt around the world. 
Maurice “Hank" Greenberg, 
chairman of American Inter- 
national Group, said yester- 
day. 

Mr Greenberg was speak- 
ing as the US insurer put the 
final touches to its 9lS.5bn 
acquisition of SunAmerica. 
an insurance company 
which has soared to promi- 
nence on the back of the 
investment boom of the 
1990s. The merger, agreed in 
August. Is set for completion 
tomorrow. 

The purchase marks a big 
shift for AIG. which has con- 
sistently ranked among the 
best-performing property/ 
casualty and life insurers 
but which has not had a big 
stake in the long-term 
savings market 


However, the timing of the 
acquisition has prompted 
caution from some analysts. 
SunAmerlca’s rapid growth 
has been based largely on its 
success in the market for 
variable annuities, invest- 
ment-linked insurance prod- 
ucts which have become 


“I don’t think the level of 
the stock market, or the fact 
that savings appear to be 
declining, is indicative of the 
future of the retirement 
savings market." he said. 

The aging populations of 
the developed world, and the 
prospect that social security 


'People are not stupid - they want to 
provide for their own retirement. They don’t 
want to rely on a hand-out in some 
government soup kitchen 1 


highly popular during the 
bull market 

These savings vehicles wtH 
remain popular, even if the 
stock market falls, Mr 
Greenberg said. 

He also predicted that the 
need to save for retirement 
would remain a powerful 
concern for the US Baby 
Boom generation, despite the 
fact that the US personal 
savings rate has just turned 
negative for the first time 
since the Depression. 


benefits would have to be 
scaled back, ensured that 
this would remain a growth 
market. Mr Greenberg 
added. "People are not stu- 
pid - they want to provide 
for their own retirement. 
They don’t want to rely on a 
hand-out in some govern- 
ment soup kitchen." 

The purchase of SunAmer- 
ica also marks one of the 
first large-scale efforts at 
cross-selling in the financial 
services industry, as AIG 


tries to sell SunAmerica's 
investment products 
through its international 
network. A similar motiva- 
tion lay behind the merger 
of Citicorp and Travelers to 
form Citigroup earlier this 
year. 

Mr Greenberg said Sun- 
Ame rlca’s products would fit 
easily into AIG's existing 
distribution channels, while 
SunAmerica’s own sales 
force would be able to substi- 
tute AIG policies for other 
companies’ insurance prod- 
ucts that they already selL 
He added, though: “You 
should be cautious about 
anything that is unproven." 

A sharp foil in AIG’s share 
price during the financial 
market upheaval of early 
autumn cut the value of the 
all-stock transaction to as 
little as $i2£bn in October, 
compared with $l6.5bn on 
the day it was announced in 
August. AIG’s shares have 
since climbed hack dose to 
their early-summer record, 
however, lifting the current 
value of the deal to $i&5bn. 



Hank Greenberg: urges caution about anything i 


Continental targets 
sales of DM20bn 


Heavy selling lifts Japan yields 


By Tony Barber in Frankfort 

Continental, the German 
tyre and car parts manufac- 
turer, yesterday set itself the 
ambitious target of raising 
group sales by more than 
50 per cent in the next three 
years to DM20bn (£L2bn) in 
2001. 

The Hanover-based com- 
pany, which is the world’s 
fourth largest tyre maker 
but is moving increasingly 
into more specialised, high- 
technology areas such as 
brake and chassis systems, 
said it expected its net profit 
for 1996 to be significantly 
higher than the DM322m 


WORLD BOND PRICES 


achieved last year. That 
result was itself 67 per cent 
higher than the profit earned 
in 1996. 

Continental did not give a 
specific prediction for its 
1998 net profit, but said its 
sales thfe year bad risen by 
1S.S per cent to about 
DMlSbn. It said the group's 
sales should reach about 
DM20bn in 2001. 

Continental underlined its 
aim of ex pandin g into high- 
technology businesses last 
September when it acquired 
the automotive brake and 
chassis division of ITT 
Industries of White Plains, 
New York, for about $L9bn. 
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10 YEAR BENCHMARK SPREADS 
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GOWBWHBfT BONDS 
By Khazem M e r chan t In London 
and John Labate in New York 

Yields on Japanese govern- 
ment bonds climbed above 2 
per cent for the first time 
yesterday since September 
1997 as investors continued 
to sefi holdings in a market 
undermined by fears of over- 
supply next year. 

European markets, mean- 
while, edged up further in 
the last day of trading before 
the introduction of the euro, 
while the US Treasury mar- 
ket staged a late rally after a 
better- than -expected recep- 
tion for an auction of 
short-term notes. 

JGB prices sagged on the 


last trading session of 1998 
with the yield on benchmark 
10 -year bonds ending at 2.01 
per cent in Tokyo. Several 
city hanfrg were reported to 
be heavy sellers once again 
as worries over supply con- 
tinued. 

The supply of new JGB 
issues in fiscal 1999 will be 
double that of 1998. But the 
Trust Fund Bureau, a public 
agency which is a significant 
investor in government debt, 
has indicated It may not buy 
the new Issues. 

US Treasuries continued 
to climb in early New York 
trading. By early afternoon 
the 30-year bond had risen A 
to 102 Si to yield 5.088 per 
cent The 10 -year note was V* 
higher at 1001, yielding 4.65 
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BOND FUTURES AND OPTIONS 
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per cent, and the two-year 
note was £ higher at 100%. 
yielding 4.559 per cent. 

“In the two-year note auc- 
tion [on Tuesday] dealers 
had hid aggressively and 
that gave the market a nice 
tone that carried over into 
today” said Kevin Logan at 
Dresdoer Kleinwort Benson. 
Be said Treasury prices 
would remain in a narrow 
range in the short term now 
that the Federal Reserve has 
moved to a neutral stance on 
interest rate policy. 

European market activity 
slowed to a trickle, exagger- 
ating price movements, but 
the tone was upbeat ahead of 
conversion weekend. The 
March German bund futures 
contract was trading late 
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yesterday at 115.78, up 0.13. 
The March UK gDt futures 
contract settled 041 higher 
at 119.08 in a fall day’s trad- 
ing on liffe. 

Attention was fixed on the 
Rank of England’s monetary 
policy committee meeting 
next week and analysts 
expect a 25-basis point cut in 
interest rates. The MPCTs 
hand may be forced by fore- 
casts of weak data in the ser- 
vices sector, while retail 
sales figures are expected to 
show modest retail spending 
in the Christmas sales. • 

The Confederation of Brit- 
ish Industry's distributive- 
trades survey published next 
week is also expected to 
highlight weakness io manu- 
facturing. 
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news DIGEST 

ASSET MANA G E MENT ___ 

HypoVereinsbank lifts state 
in Foreign & Colonial 

HypoVoretosbank. Germany S6COftd ,5^ e iS n i^ Forefon 
• y^erday announced it had 
&CotoS. the UK 
cent The move underscores 
boosting Its international asset 
feflhe German bank paid 
25 per cent stake in Foreign & CotortehThe M 
the volume of assets under man^aement by*el^V^ 
einsbank gro»4> by DM20bn t0 , 
will be financed by the issue of new HypoVeremsoanK 

^ThTinvotvsment of the Qerran bank io 

nlal dates back to 1989 when Hypo-Bank bought a 50 per 

cent stake In the UK company. In 1996 rt Increased its 

st T of 
tkms have concentrated on 

asset management activities in the belief that the busing 
had considerable growth potential compared with tear tra- 
ditional lending and deposit businesses. Demand from 
companies for better performance of their in-house retire- 
ment and other asset portfolios has driven the growth in 
the business, as has the increased interest from private 
individuals In equity markets. 

Frederick StOdemann, Bonn 

CHINA __ _ 

Sitico meets debt obligations 

Shanghai international Trust and Investment Corporation 
(Sftioo), one of the best-known companies in China s trou- 
bled trust and investment Industry, said yesterday it had 
struggled to find foreign funds to repay loans in recent 
months, but had managed to meet its maturing debt obli- 
gations. 

China closed one of the country's leading bust and 
investment companies - Guangdong International Trust 
and Investment Corporation (Gitic) - for tailing to pay its 
debts in October, prompting foreign banks to can in loans 
surd halt new lending to most of the other 200 provincial 
and municipal trust companies, known as the files. 

However, Sitico officials said the company bad repaid hi 
full a five-year $70m bond issued in Singapore, which fell 
due yesterday. A number of China's I tics defaulted on for- 
eign loans as they faced a severe liquidity squeeze In the 
wake of Gttic's closure. Gitic’s creditors have had nearly 
three months to register their outstanding debts and are 
expecting an indication of how much they are likely to be 
repaid after the closure of the notification period next 
wcok. 

Zhou Youdao, Sitico chairman, said the company has 
over $200m in medium-and long-term foreign debt and 
more than $30m in short-term foreign debt 
.James Harding, Shanghai 
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FINANCIAL TIMES THURSDAY 


.DECEMBERS. I99S /FRIDAY JANUARY. 


LONDON STOCK EXCHANGE 


TRADING VOLUME 


■ Major Stocks yesterday. 
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Equities finish 1998 on a subdued note 
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MARKET REPORT 


By Stews Thompson, 

UK Stock Motet Editor 
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Lingering hopes that the 
London equity market's 
benchmark index, the FTSE 
100, might just have enough 
momentum to finish the 

year above the 6,000 mark 

were dashed yesterday. 

The final trading session 
of the year, which ended at 
12J30pm, saw leading stocks 
come under light fire in 
exceptionally thin conditions 
and fell away sharply only 
to stage a startling rally dur- 
ing the last IS minutes. 

GEC slips 
as saga 
rumbles on 

COMPmESREPORT 

By Martin Brice and 
Steve Thompson 

The saga of defence industry 
consolidation continued to 
drive shares in the weak 
market of the last day of 
1998 trading. 

GEC was off 4‘A at 54Sp in 
I the wake of US defence 
group Lockheed declining to 
comment on reports that it 
was to merge with GEC. 

GEC is understood to have 
reduced its merger shortlist 
to four; BAe, France's Tham- 
son-CSF, Lockheed Martin 
and Northrop Grumman. 

British Aerospace was 
down S at 513p following 
reports that it was close to 
announcing details of its 
planned merger with Dasa of 
Germany. 

Away from defence, the 
more volatile stocks exagger- 
ated the decline in the Foot- 
sie. Schroder was off 68 at 
£10.99, while Stagecoach, 
another volatile stock, was 
off 11 at 241p in very thin 
volume. 

Few FTSE 100 companies 
managed to advance until 
the last 10 minutes when a 
large basket trade occurred. 
Hayes dosed the session the 
best performer in the mar- 


That rally saw the index 
recover dramatically from a 
132.5 decline to finish a net 
56.9 lower at 6,882.6. as a 
burst of basket trades, 
linked to the FTSE future, 
and what dealers described 
as end-year "window dress- 
ing", produced a sea of blue 
across trading screens. 

But, la common with trad- 
ing over the past couple of 
sessions, the huge swings in 
stock prices, were not 
accompanied by any real vol- 
ume. Turnover at the dose 
was a miserly 188.1m shares, 
the second lowest of the year 
- the lowest daily total of 
the past 12 months was on 


ket, rising 24 to 530p after 
'spending much of the morn- 
ing down lOp. 

It benefited from the 
annp iin«*e| n«>Tit of the £35m 
purchase of Axis Resources 
Holdings, a provider of IT 
outsourcing services in the 
UK. The move confirms the 
company’s focus on such ser- 
vices. 

Shares in Pearson Group, 
which owns the Financial 
Times, were actively traded 
and vied for top spot In the 
FTSE 100 for much of the 
session, eventually settling a 


Christmas eve when lGSm 
shares changed hands. 

The market's exceptional 
volatility was attributed by 
dealers to the thinness of 
bids and offers on the Sets 
trading system. 

“The system depends on 
the institutions putting in 
commercial bids and offers, 
and Fm afraid there was pre- 
cious little activity." said 
one maiketmaker. 

He said underlying senti- 
ment in the market 
remained good and pointed 
to the solid performances of 
the market's junior indices 
as proof or that. “There was 
no pressure on the second 


net 13 higher at £1L93 after a 
session high of £12.08. 

Oil shares came under 
pressure throughout the 
morning, with BP surprising 
some dealers and slipping 11 
to 897 'Ap in spite of the wide- 
spread expectation that the 
merger with Amoco will see 
a flurry of buying of the 
merged stock. Domestic and 
international tracker funds 
will have to obtain much 
bigger market weightings in 
the stock. 

Turnover in BP was 15m 
shares, easily the highest 
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STOCK MARKET TRADING DATA 
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RISES AND FALLS YESTERDAY 
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“This is the best business biography ever published... 
Branson bares his soul - and everything else - in a non- 
fiction blockbuster... Losing My Virginity is a must-read 
for all entrepreneurs and business people." 

Tern Rijfcyir/.jn m Susir^ss Arj^ 




"...it is a remarkable story of business success against the 
financial odds, against all precepts of conventional management..." 


and third-liners which are 
still traded via the marfcet- 
m aldng system," he stdd- 

The FTSE 250 never 
looked in danger of falling 
into negative territory, even- 
tually finishing 11.2 higher 
at 4y85L7, having touched a 
seaso n high of 4JS5&2. The 
FFSE SmallCap, meanwhile, 
closed at the day’s best, up 
9J2 at 241709. 

Over the year, the FTSE 
100 rose 747.1 or 14.5 per 
cent, eclipsing an the o ther 
FTSE indices. The FTSE All- 
Share was up 2S2£2 or 105 
per cent and the FTSE 250 
678.1 or 1.4 per cent. The 
FTSE SmallCap was left 


individu a l total in the mar- 
ket. 

The big mortgage lenders 
were unsettled by fears that 
competition in the UK mort- 
gage market wifi intensify in 
1999. Abbey National 
dropped 12 to £!2iS7. 

B1CC was the best FTSE 
250 performer as It sided up 
5Vi at 70Kp, with revived 
hopes that Wassail would 
bid for it said to be behind 
the rise. Wassail was 
unchanged at 223Vip. 

also managed a 
strong performance, rising 
7 ‘A to 169‘Ap as it said it 
remained confident of a suc- 
cessful outcome to its acqui- 
sition. of Sweden’s PLM, 
although it had not received 
certain confidential informa- 
tion it had asked for. 

Hopes of lower interest 
rates next year helped prop- 
erty stocks. Great Portland 
was up 2 at 196p, while 
Cbelsfield gained &/, to 245p 
and Greycoat 3% to 172p 
amid 7.8m traded. 


trai lin g, finishing 242.35 Or 

104 per cent lower. 

Dealers are now preparing 
for action on Monday which 
brings the launch of Euro- 
pean monetary union and 
the -possibility of a flood of 
new. money coming into the 
UK market from continental 
investors. Some expect over- 
seas investors to concentrate 
their European Investments 
in the UK because of the 
uncertainties surrounding 
the launch of the euro. 

There is also the expecta- 
tion foa* the new year wQl 
bring with it another burst 
of takeover/merger activity, 
one of the features of 1998. 


British Land was off 7 at 
447p. It announced the 
£24Qm purchase of 100 Liver- 
pool Street and 8-10 Broad- 
gate, London, taking its 
Broadgate holdings to 
305,000 square metres. 

Diageo was off 21 at 684p 
as the surprise resignation 
of LVMH head Bernard 
Arnault from, the UK compa- 
ny's board rekindled specu- 
lation about the fete of the 
French group’s stake of 
almost 11 per cent in Diageo. 

Recruitment and informa- 
tion technology companies 
eqfoyed a strong day, with 
Quantica up 14 at 73p, while 
Harvey Nash gained 25 to 
310 and Northern Recruit- 
ment 9 higher at 124p. Staff- 
ware rose 77V* to 267‘Ap. 
However, MSB international 
ran into profit-taking and 
fell 17M to 340p. 

Its upbeat trading state- 
ment in mid-December 
seemed to put a spring in the 
step of the recruitment and 
staffing companies. 
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LONDON RECENT ISSUES: EQUITIES 
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"Richard Branson is an incredible man, and this is an incredible 
autobiography... a great read - sex, balloons, intrigue and money . 1 

"He grabs you on page one and never lets go. 

His life has been a roller-coaster ride, and he writes that way. 
Dramatic ups and downs, simple, bright exhilarating, leaving you 
safe and sound at the end... Buy the book and read what makes 
this brilliant and hard-working man tick." 
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its customers around the world 
Seasonal Greetings 
and a very Happy New Year. 
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MARKETS 


Profit-taking Rate cuts aid Europe’s recovery from 
pulls Dow off 
record bid 



Helsinki has been the hottest bourse on the continent but preparations for the euro dominated the year, writes Michael Morgan 

returns of perhaps as much even be benefits for aon 


AMERICAS 

US shares were little 
changed in early trading as 
some succumbed to modest 
year-end selling, writes John 
Labate in New York. 

The recent sharp gains 
that Bent the Dow Jones 
Industrial Average to within 
60 points of an all-time high 
on Tuesday gave way to a 
more cautious mood. 

By early afternoon the 
Dow had slipped 3.35 to 
9,317.63 while the broader 
Standard A Poor's 500 index 
fell 3.12 or 0.25 per cent at 
U38.B9. 

The high-tech sector 
remained weaker than most 
as Investors skimmed the 
latest gains from the inter- 
net high-flyers of the past 
few days. The Nasdaq com- 
posite, which is weighted in 
technology shares, was down 
11.30 at 2,170.47. Small-cap 
shares also weakened, send- 
ing the Russell 2000 index 
down less than 1 point at 
410J3. 

In the internet sector, 
shares of America Online 
were down $8X at $144!6 
while Amaaon.com. the 
online bookseller, was off 
$14 ft to $318. The sell-off, 
however, appeared modest 
when compared with the 
strong runs of recent weeks. 

Leading semiconductor 
companies and computer 
producers had a good day. 
Texas Instruments clim bed 
$3*/. at $8796 while National 
Semiconductor gained more 
than 5 per cent at $13 V*. 


Hewlett-Packard, a Dow 
stock, rase $2% to $70. 

Other gainers in the Dow 
included Aluminum Com- 
pany of America, up Sift at 
$74%. But the blue-chip 
index was weighed by the 
likes of International Paper, 
off $ft at $44%, and Walt Dis- 
ney, down $% to $30&. 

TORONTO edged lower in 
early trading. Volume was 
low and shares mostly 
drifted down in line with the 
weaker opening trend on 
Wall Street The 300 compos- 
ite index was off 7.56 at 
6,464.60 at noon. , 

Golds mostly improved, but 
banks were mixed. Barrick 
gained 15 cents to C$30.40. 
Royal Bank of Canada was 
easier, slipping 20 cents to 
C$76,15 while Toronto- 
Dominion improved 10 cents 
to C$53.75. 

Among industrials, Alcan 
Aluminium lost 20 cents at 
C$41.70 and Seagram shed 
C$135 at C$6835. 

SAO PAULO rallied mod- 
estly at the opening bell, 
helped by news that Tues- 
day’s net outflow of foreign 
exchange had been lower 
than expected. 

At midsession, the bench- 
mark Bovespa index had 
managed to recoup part erf 
Tuesday's 2.7 per cent loss 
wit h a g ain of 51 to 6,766. 

MEXICO CITY reversed 
early losses to leave the IPC 
index up 3.60 at 3320.40 at 
midsession. Initial selling 
had been sparked by fiscal 
concerns ahead of the 1999 
budget 


Nordic neighbours they may 
be, but the equity market 

performances in Finland and 
Norway have been poles 
apart this year. 

The Helsinki bourse has 
been Europe's runaway win- 
ner, soaring 105 per cent in 
dollar terms, as measured by 
the FT/S&P-A indices. 

Once again. Nokia has 
remained the market’s driv- 
ing force during a year in 
which the company has 
claimed to have overtaken 
Motorola of the US as the 
world’s leading supplier of 
mobile phones. 

Moreover, unlike its Swed- 
ish rival Ericsson, which felt 
obliged to issue a dire profits 

wa rning this rnnnth , NoMa’S 

success shows little sign of 
abating. The group, which 
reported an 85 per cent 
increase in third-quarter 
profits, is expected to post 
full-year profits of about 
FMl2bn. up from FM837bn 
last year. 

Oslo, by contrast, has been 
Europe’s biggest loser, fall- 
ing more than 30 per cent 
during a year in which crude 
oil prices halved, hitting the 


country's oil-dependent 
economy and * feeding 
through to corporate profits. 

Under intense p re ssu re to 
consolidate its activities 
with its Nordic neighbours, 
the martrrt has felt a own 
wind from developments in 
Russia that only exacer- 
bated inflationary pressures 
and the risk of a hard eco- 
nomic landing rwntt year. 

The continental European 
markets generally made a 
concerted effort to shrug off 
worries about Asia in the 
early months of the year. By 
late July, they had recorded 
a 46 per cent rise from Janu- 
ary's levels. But the laws of 
gravity were reimposed by a 
number of negative si gnals 
and by early October the 
markets had given up almost 
all their rises. 

US Federal Reserve chair- 
man Alan Greenspan's 
gloomy view that higher 
interest rates might be nec- 
essary to curb inflationary 
pressures was exacerbated 
by Russia’s crisis, the per- 
sonal problems faced, by 
President Bill Clinton and 
another US hedge fund 
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scare, this time the near col- 
lapse of Long-Term Capital 
Management. 

But the final quarter saw a 
European recovery as two 
cuts in US interest rates dur- 
ing October lit the fuse for 
Wall Street’s re turn to the 
all-time highs established 
during the summer. And in 
Europe, concerted action to 
cut interest rates by all 11 
euro-xone countries helped 
the markets to recover 
much, though not all, of 
their autumn losses. 


Over thA year, continental 
European markets have reg- 
istered a rise of 29 par cent, 
Slightly better than North 
America’s 25 per cent rise 
and sharply up an the flat 
performance of Asia. 

Among thA indiv idual mar- 
kets, frenetic merger activity 
helped to make the Brussels 
bourse Europe’s second best 
performer with a rise of 61 
per cent Analysts say that 
while growth might slow a 
little next year, investors 
can still expect strong 


as 10 per cent 

Southern Europe provided 
other winners. Analysts 
point to short- and long-term 
Interest rate convergence as 
ah important driver of the 
Milan market, in spite of dis- 
appointing economic growth 
this year.- Madrid bad a good 
year, notwithstanding its 
exposure to Latin America. 

Dublin and Paris also man- 
aged to* outperform the 
region. 

Zurich underperformed 
continental Europe, held 
KaaIt early in the year by the 
heavy weighting of the phar- 
maceutical giants in its indi- 
ces. Russian exposure kept 
the lid on Frankfurt, addle 
O^ pw riKag An, Stockholm and 
Vienna were also under- 
achievers. 

Irrespective of individual 
performances, the common 
theme across much of 
Europe has been the increas- 
ingly frantic preparation for 
the introduction of the euro. 

Many Investors are brac- 
ing themselves for a volatile 
start to the year. Some ana- 
lysts believe there could 


eurozone ' markets like Zur- 
ich and London in the early 
part of 1999 as players seek 
safe havens for investments 
until they fcel comfortable 
with the workings of the 
sew single currency. 

gar ik»r this month, David 
Bowers, European equity 
strategist at Merrill Lynch 
cautioned that European 
equities were about 5 per 
cent overvalued. 

Next year may prove a dif- 
ficult year with markets 
unripi- og J-fmnH ng' the extant 
of AAT-ning s disappointments 
to come next spring an the 
back of a severe slowdown 
in industrial activity, he 
said. 

And Ian Harnett, Euro- 
pean strategist at BT Alex 
Brown, is concerned that the 
80 per cent gains since 1996 
have already discounted 
many of the positives for 
European equities from mon- 
etary union. 

The reality, he said, would 
be a period of Slow growth 
and low inflation, re sultin g 
in negative earnings growth 
for 1999. 


Merger speculation lifts Paris 


Banks shine in Jo’burg gains 




MUfflAffllCA 

Shares in Johannesburg 
continued to gain ground, 
lifting the all share index 
413 to 5,4383, the best level 
for the benchmark since the 
start of December. 

Volumes were low and 


most stocks marked time — 
except for financials, where 
another day of easing in the 
money markets kept hopes 
of an interest rate cut alive. 

Bank stocks were again 
the main feature. Nedcor 
was busy, rising 260 cents or 
2.5 per cent to R1Q2. 


EUROPE 

Another strong day for 
defence conglomerate Thom- 
SOH-CSF helped lift PARIS 
on a dull day generally for 
European stock markets. 
The CAC-40 index ended up 
5136 at 3342.66. 

Thomson-CSF continued 
to climb amid merger specu- 
lation following Tuesday's 
confirmation that GEC of 
the UK was in talks with a 
range of companies, includ- 
ing CSF. The shares gained a 
further FFr14 to FFr240 for a 
two-day rise of 83 per cent 

BNP stood out within a 
mixed banking sector, 
adding FFr2030 to FFr46030. 
Sanofi led the losers list 
slipping FFr20 to FFr920. 

AMSTERDAM reversed 
early gains. At the opening 
bell, the AEX index broke 
above 1300 for the first time 
since August but fell back in 
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later trading to close off a so 
at 1,18638. 

Financials led the way 
down. ING lost FI 2.60 at 
FI 114.50 and ABN Amro 
came off 90 cents to FI 39 30. 
Aegon, one of the best per- 
forming stocks in global 
terms this year, dosed on a 


sour note, dipping FI 330 to 
FI 230.60. 

Steel leader Hoogovens 
was the day’s main casualty, 
sliding H 2 or 8.7 per cent to 
FI 52. 

FRANKFURT ended 49.63 
lower at 5,006.57 on the 
Xetra Dax index. 

Deutsche Telekom contin- 
ued to suffer f ro m competi- 
tion concerns following the 
announcement earlier this 
week of planned tariff cuts. 
The shares lost DM1.09 at 
DM5438 for a net decline in 
three days of 2 per cent. 
Mannesmann came off 
DM430 at DM193. 

HELSINKI foil for a second 
day as investors continued 
to take profits from Nokia, 
the telecommunications 
group. 

The Hex index closed 6342 
or LI per cent lower at 
5,56437 after losing 13 per 
cent on Tuesday, ft has still 


managed to post a 683 per 
cent gain tills year. 

Nokia, which baa risen 
steeply this month, dropped 
back FM10 or US per cent to 
FM620. The share price 
stands 220 per «***»* W giiw 
than at the start of the year. 

ZURICH ended a subdued, 
shortened session margin- 
ally lower. The SMI index 
lost 423 to end at 746117, 143 
per wait high at than at file 
start of 1998. 

Defensive stocks per- 
formed solidly (m a day that 
featured a degree of profit- 
taking from other types <rf 
stock. Swisscom, the tele- 
coms company, rose SFrl to 
SFr575, while Nestle, the 
foods group, finished SFr32 
or 1.1 per cent higher at 
SFT2390- 


Muted Tokyo 
rides bond falls 


WifitM and MfltMl by Jeffrey 
Brawn, Mchael Peel, Peter Hail 
and Piut Qreosn 


AS IA PACIFIC 

The decline in Japanese 
government bonds continued 
yesterday but equities in 
TOKYO were little affected 
in lacklustre trading, writes 
Paul Abrahams. 

Long yields broke above 2. 
per port for the first time in 
15 months. Falling debt 
prices usually cause a drop 
in . equities as investors 
switch Into higher-yielding 
bonds, but the benchmark 
Nikkei 225 average ended 
just 4.73 lower at 13342 after 
trading between 13,913 and 
13, 812. 

The more representative 
Nikkei 300 index closed 
down 0.72 at 216. The Topix 
index of all first- 
section shares was off 134 at 


1,087. However, the momen- 
tum was up, with 576 shares 
gaining and 490 down. 

Part of the explanation for 
the muted response was that 
there was only a half day's 
tr ading . Turnover was very 
light at just 115m shares. 

Nissho Iwai, the highly 
indebted trading group, 
announced a new Y600bn 
line of credit and the shares 
jumped Y6 to Y96. 

However, some of the 
hawks providing the financ- 
ing fell. Sanwa tumbled Y12 
to Y871, Dai-ichi Kangyo Y4 
to Y605, Bank of Tokyo- 
Mitsnbishi Y19 to YU7Q, 
and Industrial Bank of 
Japan Y15 to Y521, & new 
1998 low. 

In Osaka, the OSE index 
rose 158 to 14304. 
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International 
financial 
news from 
European & Asian 
perspectives. 



NEWS 


If you need to know what’s moving 
UR, European and Asian markets, 
you need AFX NEWS, the real-time 
English language newswires that give 
the latest international financial and 
corporate news. With the resources of 
owners and partners, FINANCIAL 
TIMES INFORMATION and 
Agence France-Presse to draw on, 
you know AFX NEWS will always be 
relevant, reliable and right And it’s 
available to you on-line through all 
major market data platforms, 


deliverable across your intranet, 
extranet or other network to your 
PC, NC or workstation through 
Windows, browsers and proprietary 
applications. AFX NEWS has 
reporters across Europe and Asia 
and in other key markets feeding over 
1500 news stories a day direct to your 
system. So, for independent and 
succinct reporting on economic, 
corporate and market news, contact 
AFX NEWS direct or your local 
vendor today. 


FOCUS ON INTERNATIONAL FINANCIAL NEWS 

A JOINT-VENTURE OF FINANCIAL TIMES INFORMATION AND AGENCE FRANCE-PRESSE 

AFX NEWS 13-17 EPWORTH STREET, LONDON EC2A 4DL (44) 171 253 2532 
FAX (44) 1 71 490 3007 EMAIL: AFX.SALES«FT.COM AND NEW YORK, USA (212) 306 6734 
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Invented for you 


/ABreguel watch has a unique responsi- 
bility; it comes to you carrying the name oT 
Abraham-Louis Breguet, the greatest 
watchmaker ever known. You will recogni- 
se it by die legendary "Breguet" hands, the 
s him mering gufllocfa£ dial, and the finely 
fluted case band that give your Breguet its 
strong cha r acter, Most important, it will 
house a hand-finished movement, as inimi- 
table and inventive today as two hundred 
years ago. Wear it with pride, you have cho- 
sen an exceptional watch. 
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